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Our New Look 

In keeping with the times The Can- 
adian Chartered Accountant makes its 
appearance this month altogether newly 
adorned. Though unchanged in dimen- 
sions the cover in its new design gives, 
we believe, a more opulent if not even 
a voluptuous effect, and its bright colours 
are intended not only to give pleasure to 
the eye but to suggest the quality of the 
charms beneath. It occurs to us that 
these phrases could, with few changes, 
apply equally to a subject of even more 
universal interest — which surely there 
is no need to specify. What cosmic force 
is it, we wonder, which wreaks these 
trends? 


Simplification of Writing 

We have been greatly impressed by an 
editorial entitled “‘Simplifiation of Ac- 
counting Information” in The Journal of 
Accountancy of June, 1948. The reason 
is that it is dear to our hearts because 
of the sentence “Part of the trouble is 
just plain hard-to-read writing”, and also 
because it succinctly defines “semantics” 
—the word which gave so many of our 
readers so much trouble a few months 
ago—as “the meaning of words”. We 


reprint the editorial also because—in the 
main—we think it is very well written 


EDITORIAL COMMENT 








Number | 







and very readable. But we have quar- 
rels with it—not in its content but in its 
punctuation. We feel that the use of 
proper punctuation marks is becoming a 
lost art. Our secretary constantly chal- 
lenges us on this point because we say 
that she does not reproduce our dictation. 
This is because we refuse to tell her 
where to use commas or dashes or semi- 
colons or the occasional colon; and she 
just has not learned to appreciate what 
we intend by the manner of our taking 
of breath. 


When we, in our younger days, 
played a tin whistle for amusement 
and for the bedevilment of our elders, 
we (to change a true metaphor) wrote 
long and difficult passages ourselves; but 
when we graduated to a clarinet, we 
learned the beauty of hesitations and 
pauses, each of which can be expressed 
by methods of punctuation as common 
and precise as the rests which appear in 
printed music. The aim, we think, is to 
write as one would speak. We should 
not drone on in long sentences and throw 
out the construction of the sentence for 
the taking of a breath. Just try to read 
aloud the two sentences from Statement 
on Auditing Procedure No. 23 which are 
reproduced below. Can you, without 
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considerable repetition and practice, get 
through them without a hesitation in the 
wrong place? Our eyes should read 
punctuation marks as guides for the voice 
—a short phrase or a word between com- 
mas should suggest a speeding up or per- 
haps a lowered pitch: they are interpol- 
ations. Words in brackets generally 
should be treated similarly. A comma 
denotes a short rest, the end of a phrase; 
a semi-colon signals a longer rest fol- 
lowed most often by a continuance of 
the same thought; a colon usually implies 
a breathing spell—almost like a full stop 
but not quite so significant—and you 
will ordinarily find a change of subject 
following it. One can go on and on in 
this vein, but, if you are interested you 
will find that it is fun to try to read 
aloud any sentence or paragraph which 
is tiresome to read. If you cannot read 
it aloud smoothly, you can take it that the 
construction is poor. 


Having said this (and one is permitted 
four free breaths as we are now starting 
a new paragraph), we reproduce the edi- 
torial because we think its material and 
the thought, which has been put into it, 
is good. While we do not think the 
writer had the matter of punctuation up- 
permost in his mind—as we have at the 
moment—you will notice how well he 
sounds with his relatively short sentences. 
Both Mr. Cox and the writer of the edi- 
torial have, we think however, departed 
a little from the basic rules of punctua- 
tion, Mr. Cox when he rings in a single 
comma between a verb and its object 
“it is heartening , to see” and the 
editorial writer who rings in a comma 
after ‘‘formalizer” when he was so near 
the end of the sentence (and his writ- 
ing) that he failed to note that one does 
not separate, in such a way, the last two 
of a series of alternate adjectives or ad- 
jectival clauses. 

We made the mistake a year or so ago 
of writing a similar editorial which ex- 


horted our readers not to use words 
which caused us to run to dictionaries. 
We also mentioned something about 
punctuation. The interest was so tremen- 
dous because of two very picayune mis- 
takes, which we made elsewhere, that we 
are persuaded to try it on again! The 
editorial now in question follows: 


“Simplification of Accounting 
Information 

“If, as Dale Cox said in a speech 
before the Business Public Relations 
Executives,* simplicity is now recog- 
nized as an indispensable technique for 
use in mass communications, and if, 
as he says further, simplification of 
business information is difficult be- 
cause most things in business are pretty 
complicated, then he is correct in say- 
ing that the public relations man must 
be assisted by the accountant in solving 
the problem of how to get financial 
reports which mean something to the 
public. 


“Part of the trouble is just plain 
hard-to-read writing. As a random 
example, here is a case of some ac- 
countants’ language taken from State- 
ment on Auditing Procedure No. 23: 

“Since the accountant cannot effec- 

tively control the use to which finan- 

cial statements accompanied by his 
name may be put, the adoption of 
practices which will minimize the 
possibilities of uncertainties and mis- 
interpretations by third parties is ob- 
viously to the interest of all con- 
cerned and should aid in the avoid- 
ance of embarrassment and damage 
to the profession. The committee on 
auditing procedure, therefore, recom- 
mends that, whenever financial state- 
ments appear on the stationery or in 


*“Techniques of Public Understand- 
ing,” by Dale Cox, address before 5th 
Annual Conference of Business Public 
Relations Executives, New York, Febru- 
ary 5-6, 1948. 











a report of an independent certified 
public accountant, there should be a 
clear-cut indication of the character 
of the examination, if any, made by 
the accountant in relation to the 
statements, and either an expression 
of opinion regarding the statements, 
taken as a whole, or an assertion to 
the effect that such an opinion can- 
not be expressed.’ 

“This paragraph is understandable 
to about five per cent of the population, 
according to a well known readability 
scale. Now, substitute the following 
81 words (six sentences) for the or- 
iginal 130 words (two sentences), and 
the result is writing understandable by 
80 per cent of the public: 

“*The accountant cannot control the 
use of financial statements accompan- 
ied by his name. It is well, there- 
fore, to avoid any chance of causing 
uncertainty. The committee on aud- 
iting procedure makes the following 
recommendations: when the name of 
a certified public accountant is as- 
sociated with a financial statement 
he should tell what kind of an ex- 
amination he made, if any. He 
should, if he can, give his opinion of 
the statements. If he can not, he 
should say so, and should say why.’ 
“There are really three aspects of 

the process of simplification. The 
first is plain English composition, easy, 
straight-forward sentences, easy words. 
The second, semantics—the meaning 
of words—is more difficult, for the 
manner in which everyday English 
words are used in accounting (surplus, 
reserves, depreciation, for example) is 
not sufficiently understood to make it 
easy for the uninitiated to know what 
the accountant is talking about. The 
third is the form of presentation of 
financial data, e.g., simplified state- 
ments, funds statements, unbalanced 
balance-sheets, and balanced income 
accounts. All three of these problems 
must be dealt with if real simplifica- 
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tion and real improvement in com- 
munications with the public is to take 
place. 


“Mr. Cox is probably referring 
to the third of these when he says‘. . . 
it is heartening to the public relations 
men who have the job of telling the 
story of business to the public in a way 
that will be understood, to see the ef- 
forts that the accounting profession is 
now making in that direction .. . We 
must give large credit to the account- 
ants, I think, for the progress to date, 
whatever may be the doubts some of 
them have about simplification . . .’ 


“In the first of these efforts of sim- 
plification, every accountant can in- 
dividually increase the chance of being 
understood, simply by writing in a less 
complicated manner. In the matter of 
semantics, individuals can help by care- 
ful choice of words and avoidance of 
misuse of accounting terms, but the 
great progress in this area must come 
from joint action of the profession, in 
which accounting terms will be defin- 
ed clearly enough to let people under- 
stand what information they are trying 
to convey. 

“Simplification of statements, im- 
proved format, is again an individual 
matter up to the point where departure 
from custom is so radical as to inhibit 
understanding. Here it is probably 
the individual who will show the way 
to the profession, for the individual is 
the inventor, the group is the synthe- 
sizer, the formalizer, and the agency 
through which individual action is put 
into general use.” 


New Income Tax Act Becomes Law 

The Income Tax Act, 1948, received 
the assent of both Houses of Parliament 
on June 26th, and as it is by no means a 
simple measure a thorough examination 
of its provisions is not possible in this 
issue. That it was passed with scanty de- 
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bate except upon the notorious section 
126 is, to us at any rate, somewhat dis- 
concerting. After all, ten committees of 
chartered accountants, sitting in numer- 
ous sessions in cities stretching across 
Canada, required months to complete 
their analysis of Bill 454. The Parlia- 
mentarians required a good deal less 
time. In the Senate, for instance, the 
Bill was introduced at 3 o'clock on 
Thursday, June 24th, given first and 
second readings without debate, and then 
referred to the standing committee on 
Banking and Commerce, where it was 
considered that night. Next day the Bill 
was reported back together with eight 
amendments. Of these, six provided for 
the substitution of the word “evidence” 
for the word “proof” in one section of 
the Bill. 


Responsibility of the Internal Auditor 


During recent years, the development 
of modern internal auditing has been one 
of the important advances made in the 
field of accounting. The Institute of In- 
ternal Auditors Inc., awake to its respons- 
ibilities, approved in July 1947 a state- 
ment, prepared by its Research Commit- 
tee, outlining these as they appear at the 
present time.. This statement with a 
foreword is reproduced in this issue. It 
should be carefully studied by all our 
readers so that the principles guiding the 
external auditors and those guiding the 
internal auditors may be blended in their 
common interest. The section entitled 
“Independence” is most important and 
we believe that it should commend the 
support of all public accountants. 


Notice ot Annual Meeting 


The Dominion Association of Chartered 
Accountants 


Regina, Saskatchewan, August 23 to 27 


The forty-sixth annual meeting of the Dominion Association of Chartered 
Accountants will be held in Regina, Saskatchewan, at the Hotel Saskatchewan, on 
Monday to Friday, 23rd to 27th August, 1948, for the reception of reports and 


other business. 


The Executive Committee will meet on Monday, 23rd August and on 25th 


August. 


The Council of the Association will meet on Tuesday, 24th August and on 


25th August. 


Further details are set out in the draft programme following. 


THOMAS H. MOFFET, 
President. 


Toronto, Ontario, 
2nd July, 1948. 


CLEM L. KING, 
Secretary. 





9:00 a.m. 


Evening 


9:30 a.m. 


12:30 p.m. 


2:30 p.m. 


8:00 p.m. 


6:30 p.m. 


10:00 a.m. 


D.A.C.A. Annual Meeting 


PROGRAMME 
Council and Committee Meetings 


Monday, 23rd August 
Executive Committee 
Advisory Committee on Uniform Regulatory Legislation 
Luncheon—Executive and other Committee Members 
Executive Committee 
Committee on Ethics 
Committee on Education and Examinations 


Tuesday, 24th August 
Council 
Luncheon by Saskatchewan President and Dominion President for Pro- 
vincial Presidents and Ladies, Executive Committee and Council and 
Ladies. 
Council 


Wednesday, 25th August 


Council 
Executive Committee 


General Sessions and Social Functions 


Tuesday, 24th August 
Registration 
Reception 


Wednesday, 25th August 

General Session 

Regulatory Legislation, and 

Personnel Selection 
Luncheon for members as guests of the Institute of Chartered 
Accountants of Saskatchewan. 
Speaker—George D. Bailey, President, American Institute of 

Accountants. 

General Session 

Annual Meeting 

President’s Report, Committee Reports and other business 
General Session 

The Income Statement 

Speaker—Dean J. H. Thompson, F.C.A., Saskatoon, Sask. 


Thursday, 26th August 
Golf 
Motorcade to R.C.M.P. Barracks and to farms 
Dinner for members and ladies 
Speaker—Major MacPherson 
Dance 


Friday, 27th August 


General Session 
Depreciation 
Speaker—J. Grant Glassco, F.C.A., Toronto, Ont. 





Published Accounts 
Under 


The Dominion Companies Act 


By Professor Kenneth F. Byrd, M.A. B.Sc. (Econ.) 


Introductory 

Much consideration has been given in 
recent years to the presentation of ac- 
counts to shareholders in a form as self- 
explanatory and as intelligible as possible. 
Many a shareholder with no knowledge 
of accounts may be perfectly well able to 
judge for himself the financial position 
of a company, if he is given the facts in 
a non-technical form. He is entitled to 
expect to be put in this position by the 
removal of all unnecessary and mislead- 
ing features from the published accounts 
which are presented to him. The rule 
of ‘debit’ and ‘credit’ is specifically one 
for accountants, enabling them to record 
all forms of accounting entries with uni- 
formity and consistency in the books of a 
concern, but it does not follow that pub- 
lished accounts should follow the same 
tules of presentation, if it is possible to 
substitute a logical addition and subtrac- 
tion basis which may be understood by 
all. 


Statement vs. Account 
It is interesting, therefore, for a new- 
comer from South Africa to note that 
the Dominion Companies Act of 1934 
refers consistently to the Statement of 
Income and Expenditure in lieu of the 
Profit and Loss Account, as found in 


Britain and South Africa. The statement 
form of Profit and Loss Account and, 
indeed, also of Balance Sheet, is far from 
unknown in Britain and is adopted by a 
number of companies. The Malay Rub- 
ber Co. Ltd., for example, has published 
its complete accounts in this form since 
at least 1930, and The Accountant in 
Britain has long urged its advantages 
from the point of view of clarity to the 
shareholders. This form is not, of course, 
inconsistent with the Companies Act, and 
the heading given is still Profit and Loss 
Account not Statement. It might be 
pointed out that Canada is not entirely 
consistent with its terminology, for the 
Act provides for ‘a statement of surplus 
showing separate accounts for capital sur- 
plus, distributable surplus and earned 
surplus respectively.’ Though the ac- 
count and statement may be taken as 
synonymous it would be preferable, since 
Canada has chosen the term statement 
rather than account, to use the word 
throughout. 


Narrative Style 
The statement form of publication of 
profits and losses leads the reader logical- 
ly from stage to stage of the dwindling 
surplus. Sometimes, particularly in 
America, the statement is couched in the 































most conversational and homely style, 
and it must be admitted that facts are 
brought home when, as in one particular 
case, the penultimate total arrived at is 
‘net surplus for the year before providing 
for the share taken by employees as 






Fixed Assets (detailed) 


Current Assets (detailed) 


Total Net Current Assets 


These are represented by: 


Share Capital Issued and Paid Up (detailed) 
PNG SINE oe arne 60.550 bbs b6e ee Seek se 
General Reserve, Debenture Sinking Fund, etc. (detailed) 


Earned Surplus 





"Income and Expenditure’ and 
‘Profit and Loss’ 


The former expression may perhaps be 
regarded as the more logical for, if the 
latter refers to the final result, it cannot 
at the same time be both a profit and 
loss, while the income and expenditure 
are set out side by side. America normal- 
ly uses ‘Statement of Income’, omitting 
reference to expenditure, and the Amer- 
ican Institute of Accountants has indi- 
cated its preference for ‘Profit and Loss’, 
though it does not recommend its adop- 
tion in view of the generality of use of 
the former. It says that ‘Income and 
Expense’ is no satisfactory alternative 
Since ‘expense’ “has acquired a narrower 
significance than ‘loss’ possesses in the 
expression ‘profit and loss’.”” This is true 
and Profit and Loss (or perhaps ‘Profit 
or Loss’) Account gives due emphasis 


Balance Sheet as at 3!st December, 19— 


eee ee ee ee 


Less: Fixed Liabilities (detailed) .. 


Total Net Fixed Assets ........ 


ee 


Less: Current Liabilities and Provisions (detailed) 


Payments in Advance ................+.. 





PORT Wet AOS) 20.5 ccicccers 


Total Funds attributable to Shareholders ............-.000c00. 





Published Accounts Under Dominion Companies Act 7 





wages’ followed, after the deduction of 
the wages, by a handsome deficit for the 
shareholders. 


The following is a typical example of 
the statement form of balance sheet: 










$280,000 $ 


240,000 
130,000 
20,000 


ee eeee 


110,000 





$355,000 





200,000 
50,000 
75,000 


ee ee 












$355,000 


to the final object of the account. How- 
ever, firmly established usage is not like- 
ly to be altered and the matter may be 
left at that. 


Statement of Surplus 


The Dominion Companies Act pro- 
vides for Capital Surplus, Distributable 
Surplus and Earned Surplus, all as sep- 
arate sections of the Statement of Sur- 
plus. Britain makes no such provision 
in its Act, the following separate ac- 
counts being found in practice: Capital 
Reserve, General Reserve and Profit and 
Loss Appropriation Account. The Cap- 
ital Reserve may be regarded as equiv- 
alent to Capital Surplus, but is not itself 
part of the published accounts in Britain. 
Any transfer to or from Capital Reserve 
would there be revealed as a separate 
item in the Profit and Loss Account. The 
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Distributable Surplus in Canada has a 
specialised significance which will be con- 
sidered shortly and certainly has no 
counterpart in Britain. The Earned Sur- 
plus is presumably normally equivalent 
to Britain’s Appropriation Account. 
There is probably something to be said 
for the publication of the Capital Surplus 
as a part of the Statement of Surplus, 
and for the careful distinction drawn in 
the Canadian Act between the Statement 
of Income and Expenditure and the 
Statement of Surplus. Since in practice 
Britain usually separates its Appropria- 
tion Account from its Profit and Loss 
Account, this might well be made a legal 
requirement. The term Earned Surplus 
comes from America and the American 
Institute has indicated its preference for 
the former expression ‘Undivided Profits’ 
and its dislike of the word ‘surplus’ in 
‘general. These terms are so well-estab- 
lished that they are not likely to be 
changed and attention will be concen- 
trated on the contents of the various ac- 
counts or statements. 


Contents of the Statement of Income 
and Expenditure 
(i) Depreciation 

Canada differentiates between ‘the 
amounts written off for depreciation, ob- 
solescence and depletion’ and ‘the 
amount, if any, written off for goodwill 
or amortisation of any asset’. Britain, 
in the new 1947 Act, does not provide 
for this distinction but requires separa- 
tion of depreciation. Realising also that 
there are ways and ways of providing for 
depreciation, and wishing to ensure the 
revelation of whatever provision is made, 
it has now demanded further disclosure 
by note ‘if depreciation or replacement 
of fixed assets is provided for by some 
method other than a depreciation charge 
or provision for renewals.’ The note 
must indicate the method adopted. This 


Professor Byrd, M.A., B.Sc. 
(Econ.), London, was appoint- 
ed Professor of Accounting at 
McGill University on January 
Ist of this year. Born at Dur- 
ban, South Africa, Prof. Byrd 
returned to Natal in 1929 as 
lecturer in accounting and aud- 
iting at Natal University Col- 
lege, having received his early 
and college education in Eng- 
land. Professor Byrd was Dean 
of the Faculty of Commerce 
and Administration at Natal 
University College on his ap- 
pointment to McGill's faculty. 
He is a member of the Natal 
Society of Accountants. 


provision is presumably aimed at disclos- 
ing any understatement of profits by over- 
depreciation, e.g. of inventory or any 
other asset. Britain also requires import- 
ant balance sheet details as to deprecia- 
tion of fixed assets, as will be seen later. 


(ii) Interest on Debentures and Fixed 
Loans 


It is not quite clear why Canada, in 
requiring disclosure of this item, quali- 
fies the provision by adding ‘not matur- 
ing in one year.’ Within one year of 
redemption date the loan certainly 
changes from a fixed to a current liabil- 
ity, but this fact does not seem to alter 
the desirability for disclosure of the in- 
terest thereon. If the loan, once re- 
deemed, is replaced by another the ex- 
pense will recur, again requiring disclos- 
ure, so that the interpretation of the con- 
cern’s earning capacity on its capital em- 
ployed may be confused from period to 
period. Britain requires specification 
without qualification. 


(iii) Income Tax 
Canada has wisely provided for dis- 











closure on its Balance Sheet of ‘amounts 
owing in respect of such taxes due and 
payable, and amount or estimated amount 
of the liability for such taxes in respect 
of the fiscal period covered by the state- 
ment of income and expenditure’. The 
Institute of Chartered Accountants in 
Britain recommended, some time ago, 
that the charge for income tax should 
be based on the profits earned during 
the period covered by the accounts, the 
difficulty being, however, that the assess- 
ment is for the fiscal year ending 5th 
April and is normally based on the profits 
of the preceding year. The new Act in 
Britain has still not provided for com- 
pulsory provision for income tax calcul- 
ated on the profits of the current period, 
but it is obvious that if the profits are to 
show the true results such provision is 
necessary. The Institute pointed out that 
failing this ‘the trend of net available 
profits will not be apparent, and cases 
will arise where the profits earned in a 
succeeding period will bear a dispropor- 
tionate charge for taxation—indeed they 
may even be insufficient to meet it.’ The 
error in the net available profits each 
year will be the difference between the 
tax calculation on the profits of the pre- 
ceding year and that on the profits of 
the current year and, unless some reserve 
was made in the first year of the com- 
pany’s trading, there will always be an 
unstated outstanding liability to the ex- 
tent of the current year’s income tax. 
Canada is in the lead here. 


(iv) Non-recurrent items and Profits and 
Losses of a Special Nature 


Only Canada requires non-recurring 
profits and losses to be disclosed. The 
term ‘non-recurring’ would seem, per- 
haps, to be rather too sweeping, for a 
profit or loss may be non-recurrent with- 
out necessarily being outside the ordin- 
ary course of trading. Britain’s most re- 
cent provision covers the matter by re- 
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quiring disclosure ‘by way of note, if 
not otherwise shown’ of ‘any material 
respects in which any items shown in 
the profit and loss account are affected 
by transactions of a sort not usually un- 
dertaken by the company or otherwise 
by circumstances of an exceptional or 
non-recurrent nature.’ The use of ‘non- 
recurrent circumstances’ rather than ‘non- 
recurring profits and losses’ is preferable. 


(v) Transfer to or from Reserves, etc. 


The British Act now requires a state- 
ment in the profit and loss account of 
‘the amount, if material, set aside or pro- 
posed to be set aside to, or withdrawn 
from, reserves’, in addition to details in 
the balance sheet, as will be seen later. 
The Royal Mail Steam Packet case (Rex 
vs. Kylsant, 1931) was too recent and 
shattering to be ignored, for it involved 
the distribution over a period of years of 
millions of pounds of reserves, in the 
guise of profits, thus draining the re- 
sources of the company, without the 
knowledge of the shareholders. Canada’s 
provision for a detailed Statement of Sur- 
plus, together with the separation in the 
Statement of Income and Expenditure of 


net operating profit and other items, — 


probably safeguards the position. This 
is strengthened by its requirement that 
the balance of the account shall show 
the net profit or loss for the financial per- 
iod, which will probably enable the audi- 
tor to require full disclosure of the use 
of reserves. The requirement is, how- 
ever, not quite so inescapable as that of 
Britain and South Africa, that the profit 
and loss account shall be drawn up so 
as to reveal the true profit or loss for the 
financial period covered. The best way 
to avoid abuse is here to make specific 
provision in the Act. Finally it should 
be noted that in line with its important 
distinction between reserves and provis- 
ions, Britain now requires disclosure of 
transfers to or from provisions in the 
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same way as reserves, if material. The 
Board of Trade may exempt, in approved 
cases, but the wording of any heading 
must then indicate that the amount in- 
volved includes such provision. The 
question of distinction between provis- 
ions and reserves will be referred to in 
connection with the balance sheet. 


(vi) Income from Investments 


Britain requires distinction between 
trade and other investments, a wise pro- 
vision not made by Canada. Income from 
trade investments can be regarded as an 
addition to net trading profit, represent- 
ing income from funds which are not for 
the moment invested in the trading of 
the company but in other trading con- 
cerns, which to that extent can be re- 
garded as trading for the company. 


(vii) Dividends from and Profits or 
Losses of Subsidiaries 

Canada makes the presentation of con- 
solidated accounts of holding and sub- 
sidiary companies entirely permissive, yet 
it does not require, in the absence of 
such consolidation, the aggregate divi- 
dends received from subsidiaries to be 
specified. It is true, however, that in 
the absence of consolidated accounts the 
auditors are required to state the actual 
amount by which, if at all, the provision 
made by the holding company for its 
share of any aggregate net losses of sub- 
sidiaries in their opinion falls short of 
the full provision necessary. Similarly, 
if the auditors consider that the net ag- 
gregate profits less losses of subsidiaries 
taken into account by the holding com- 
pany, for purposes of its statement of in- 
come and expenditure, are in excess of 
its true share thereof, they are required 
to state such excess. Such provisions are 
far in advance of the former provisions 
in Britain and go far to disclose the true 
position, but they fall short of full dis- 
closure. Britain has now gone all the 
way to ensure full information in this 


respect. Normally group accounts must 
be presented, but where exemption is ob- 
tained a statement to be annexed to the 
balance sheet gives specific particulars as 
to figures of aggregate profits and losses, 
as will be seen when dealing with the 
balance sheet. It might here be men- 
tioned also that Britain has at last ex- 
pressly provided that the holding com- 
pany’s share of pre-acquisition profits or 
losses of subsidiaries shall not be treated 
as revenue profits or losses of the hold- 
ing company, thus for the first time giv- 
ing the support of the law to the require- 
ments of professional accountants the 
world over, who have long held that the 
only proper treatment of these items is 
to regard them as of a capital nature. 
Hitherto the accountant has been power- 
less where a company, while disclosing 
the item separately in the profit and loss 
account, has used such a pre-acquisition 
profit for the payment of a dividend to 
shareholders, leaving the investment in 
the subsidiary untouched on the balance 
sheet, at a figure which clearly includes 
the profits paid for on purchase and now 
distributed. 
(viii) Dividends 

Both Britain and Canada provide for 
disclosure of dividends paid or declared, 
but in the 1947 Act Britain now gives 
legal effect to the modern practice, 
strongly recommended by the accounting 
bodies, of making provision for divi- 
dends to be recommended to the annual 
general meeting. Not long ago this 
would have been considered rank heresy 
in Britain. This brings out a strange 
and important point of difference be- 
tween Canadian and British law. The 
Dominion Companies Act provides that 
the directors may, from time to time, 
make by-laws for the declaration and 
payment of dividends. This takes the 
matter right out of the hands of the 
shareholders whom every British tradi- 











tion regards and will undoubtedly con- 
tinue to regard as the proper persons, 
being true owners of the company, to 
declare any dividend. The dividend can- 
not be paid without the recommendation 
of the directors but the shareholders are 
responsible for the final declaration. If 
the articles (i.e. the by-laws) so provide, 
as they normally do, the directors have 
the power to declare an interim dividend 
but not a final one. Here is a real point 
of cleavage between Canadian law and 
that in Britain and South Africa. The 
present writer must confess that, how- 
ever small may be, in all normal circum- 
stances, the control exercised by the vast 
majority of shareholders over the actual 
declaration of dividends, he considers 
that the legal control should be theirs, 
as owners for whom the directors are 
agents. The provision then, in Britain, 
for the disclosure of recommended divi- 
dends is a wise one, provided the descrip- 
tion on the balance sheet indicates that 
the liability is not final and may be re- 
versed if the shareholders decide not to 
declare a dividend. 


The Balance Sheet 
(i) Provisions and Reserves 


Reference has already been made to 
the distinction now made by Britain be- 
tween provisions and reserves. A pro- 
vision is defined as ‘any amount written 
off or retained by way of providing for 
depreciation, renewals or diminution in 
value of assets or retained by way of pro- 
viding for any known liability of which 
the amount can be determined with sub- 
stantial accuracy’. Any other amount set 
aside out of profits is to be a reserve. 
The expression ‘capital reserve’ is not to 
include any amount regarded as free for 
distribution through the profit and loss 
account, and the expression ‘revenue re- 
serve’ is to mean any reserve other than 
a capital reserve. Careful attention has 
been given to this important matter for 
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confusion as to the meaning of ‘reserve’ 
has, in the past, been one of the most 
frequent sources of misunderstanding as 
to the financial position of a concern. 
The distinction now officially made by 
the 1947 Companies Act is that recom- 
mended by the Institute of Chartered Ac- 
countants in England and Wales some 
time ago. It is desired to show without 
ambiguity which funds can be properly 
regarded as part of the Capital Employed 
by a concern, i.e. those which can proper- 
ly be combined with the paid up share 
capital to ascertain the total available to 
the company as capital employed. The 
profits revealed by the profit and loss 
account or statement of income and ex- 
penditure can then be calculated as a per- 
centage of such capital employed with 
some significance, subject always, of 
course, to the question of the valuation 
of assets on the balance sheet, on which 
the true value of the company’s reserves 
depends. Provisions, on the other hand, 
not being free funds but representing ac- 
tual diminution in value of specific as- 
sets, or retentions from profits to meet 
liabilities, cannot be properly included in 
capital employed. This represents a great 
advance towards clarity in the balance 
sheet. The best modern practice in Brit- 
ain is to inset the paid up Share Capital, 
all reserves in the sense defined above, 
and the balance on Profit and Loss Ap- 
propriation Account, and to extend one 
total which will show at a glance the 
equity of the share capital. Although in 
Canada these items are often properly 
grouped together, there does not seem 
to be a general practice of insetting them 
and extending the total, a feature which 
would seem to have every advantage of 
clarity and no disadvantage. It is to be 
noted that the Research Committee of 
the Dominion Association of Chartered 
Accountants has stated that ‘financial 
statements would become more under- 
standable if liability reserves were de- 
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scribed as accruals, deposits, provisions 
or some other appropriate term.’ 


(ii) Reserves for Depreciation, ete. 


In Canada the Companies Act refers 
specifically to the necessity for distin- 
guishing on the balance sheet ‘the amount 
or amounts of existing reserves for de- 
preciation, obsolescence and depletion’. 
Perhaps as a result of this requirement 
many published accounts seem to show 
this provision separately on the liabilities 
side of the balance sheet. The Research 
Committee of the Dominion Association 
recommends that ‘reserves applicable to 
specific assets should preferably be shown 
as deductions or deducted from the rela- 
tive assets’, and to show the depreciation 
provision as a deduction is obviously the 
correct treatment. To do otherwise is 
highly misleading for, if such a provision 
means anything it is that the specific as- 
sets in question are shown on the assets 
side of the balance sheet at undepreci- 
ated cost. It is therefore absurd to group 
this provision with free reserves, for it 
is in no sense part of the capital em- 
ployed by the company. An outstanding 
example of this fallacious and misleading 
treatment in a recent Canadian balance 
sheet is seen in the case of the Imperial 
Tobacco Co. of Canada, Ltd., at 31st 
December, 1947. Here ‘Reserve for 
Buildings, Machinery, etc. $6,989,688. 
41’ (it is not even called Depreciation 
Reserve) appears separately on the liabil- 
ities side. The British American Oil Co., 
Ltd., Howard Smith Paper Mills, Ltd., 
Rolland Paper Co., Ltd., Canadian Cel- 
anese, Ltd. and Dominion Textile Co., 
Ltd. are guilty of the same practice. It 
is true that these companies all keep the 
item away from General Reserves which 
form part of the shareholders’ equity. 
This is not always done, however, as is 
evidenced by the balance sheet of the 
Ford Motor Co. of Canada, Ltd., at 31st 
December, 1947, which includes under 


the general heading of Reserves, in a 
separate total with General Reserve, a 
figure of $36,452,232 for depreciation of 
buildings, machinery and equipment. In 
the case of public utilities such as the 
Canadian Pacific Railway ($324,478,- 
772) and Shawinigan Water and Power 
Co. ($38,901,118.58), the figures in 
brackets represent the amount of Depre- 
ciation Reserves shown on the liabilities 
side at 31st December, 1947. Here the 
practice may probably be regarded as a 
survival of the old double account system 
in the case of companies which do not 
come under the Companies Act, but it is 
nevertheless quite indefensible to-day. 


(iii) Inclusion only of Integral Monetary 
Units in Published Accounts 


The best modern practice is tending 
to discard unnecessary material from the 
accounts as published, by the omission of 
shillings and pence in Britain and cents 
in Canada and U.S.A. This saves space 
and assists the eye of the reader in pick- 
ing out the essentials. Thus in the bal- 
ance sheet of the Imperial Tobacco Co. 
of Canada, Ltd. it is surely unnecessary 
to include Investments in Subsidiary 
Companies at $28,457,344.94 instead of 
$28,457,345. Perhaps _ conservatism 
clings to the meticulous details as evi- 
dence of accuracy, but the auditors safe- 
guard the essential accuracy of the pub- 
lished figures and the inclusion of every 
cent can have no possible advantage. 
With the modern addition of extra col- 
umns for comparative figures the saving 
in space effected by dropping the cents 
is particularly valuable. 


(iv) Comparative Figures for Preceding 
Year 


Britain by its 1947 Act now requires 
these comparative figures in all published 
profit and loss accounts and balance 
sheets, except the first to be published 
after the coming into force of the Act, 
on Ist July, 1948. This has long repre- 
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sented the best modern practice. Full 
and effective use cannot be made of the 
figures given by the accounts if the com- 
parative figures for the previous year are 
not supplied. This will enable the trend 
of affairs to be observed and the policies 
of the company to be followed. It would 
appear that the majority of Canadian 
companies are in advance of the require- 
ments of the Companies Act in provid- 
ing this comparison. 


(v) Liabilities and Assets 


The Research Committee of the Am- 
erican Institute of Accountants includes 
the following in its suggested definition 
of a-balance sheet: “The items reflected 
on the two sides of the balance sheet 
are commonly called assets and liabili- 
ties’. Again it says that ‘ “asset”, as used 
in balance sheet headings, may be re- 
garded as the name given to anything 
which is reflected as a debit balance that 
is or would be properly carried forward 
upon a closing of books of account kept 
by double-entry methods’. Its whole con- 
sideration of the matter seems to assume 
that there must be some sub-heading for 
each side of the balance sheet. The 
meaning given to ‘assets’ is not that nor- 
mally understood by the average share- 
holder who inevitably thinks of an asset 
as a possession of some sort. The Brit- 
ish attitude is that it is not necessary to 
give the balance sheet any sub-headings. 
The Institute of Chartered Accountants 
in England and Wales has officially 
recommended its members to discontinue 





Original Aggregate 
Cost: or Depreciation 
Valuation to begin- 
ning of year 
Land & 
Buildings 
Plant, etc. 
Furniture, 


etc. 
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the use of such sub-headings though the 
new Act makes no reference to it. From 
the normal point of view reserves or a 
credit balance on earned surplus cannot 
be regarded as liabilities, nor a debit 
balance on profit and loss account as an 
asset. Canada’s present practice seems to 
favour inclusion of these sub-headings. 


(vi) Classification of Balance Sheet 
items 

Canada specifies certain items which 
are to appear separately on the balance 
sheet. Britain, on the other hand, makes 
general provision for separation of re- 
serves, provisions, liabilities and fixed 
and current assets, under headings ap- 
propriate to the company’s business, if 
material amounts are involved, but does 
not specify further details. The distinc- 
tion between fixed and current assets is 
one of general acceptance in accountancy 
circles and each particular case must be 
determined on its merits, the Act giving 
no definition. 

(vii) Fixed Assets 


Britain’s new provisions here are im- 
portant, for the effect is to require dis- 
closure of significant historical details in 
regard to depreciation: (a) Cost or or- 
iginal valuation; (b) aggregate provis- 
ions, since acquisition or valuation, for 
depreciation or diminution in value, thus 
arriving at (c) balance sheet value. 
Many up-to-date balance sheets, with a 
variety of types of depreciating fixed as- 
sets, have adopted a neat columnar form 
of, presentation as follows: 





Additions | Depreciation | Balance Sheet 
less Sales for the Value (includ- 
during year ed in main 

year column) 
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for each group or class of assets given, 
but the inset totals provide information 
as to the aggregate for all the fixed as- 
sets. This historical information can be 
most helpful in ascertaining past policy 
and the present financial position, and 
it is to be hoped that this method of 
presentation, neat and concise as it is, 
will be adopted increasingly by large in- 
dustrial concerns. Some companies, such 
as the American International Paper Co., 
add schedules to the balance sheet giving 
such details, but cases of inclusion in the 
balance sheet, in the form illustrated, do 
not seem to be common in Canada. They 
are not, as yet, general in Britain but 
are found with growing frequency in 
large concerns. The British Act specific- 
ally provides for the case where a Re- 
pairs and Renewals Fund is being built 
up, against which actual expenditure on 
repairs and renewals is debited. In such 
cases the aggregate amount of any re- 
pairs and renewals provision unused must 
be shown separately on the balance sheet. 
Where capital assets are written off direct 
to revenue as replacements or otherwise 
the facts could be included in the above 
columnar statement, with no extension 
into the final column. If the amount 
involved is material this is to be recom- 
mended. 


(viii) Land, Buildings and Plant 


The Dominion Companies Act pro- 
vides for the grouping of these as one 
asset. The basis of valuation is to be 
stated and, in cases of appraisal, the ap- 
praiser’s name is to be given with the 
amount by which the assets have been 
written up during the last three years, if 
the surplus has been increased by such 
appraisal. This ensures that the unrealised 
credit to surplus shall be brought to the 
notice of shareholders for at least three 
years. But Britain’s requirements as to 
fixed assets in general, as detailed in the 





By this method not only are the details 





preceding section, are more all-embrac- 
ing. They should ensure, since original 
cost must always be shown, that any ap- 
preciation in book value once made shall 
be brought to the notice of shareholders 
every year thereafter. 


(ix) Investments. and Securities 


Canada simply requires the separate 
statement of these, their nature being in- 
dicated, with the market value of mark- 
etable securities and, separately, the book 
value of others. Britain now requires 
division into (a) trade investments, (b) 
other quoted investments and (c) other 
unquoted investments, but the market 
value only of class (b) need be given, 
with statement of the stock exchange 
value if below. There seems no reason 
why the market value of quoted trade 
investments should not be given. In- 
vestments in subsidiaries are, of course, 
in a class by themselves and will be dealt 
with shortly. 


(x) Current Assets 


Canada refers specifically to Cash, 
Debts to the company and Inventory, 
while Britain refers only to current as- 
sets in general. The directors in Britain 
are required to indicate by note, or in 
a statement or report annexed, if in their 
opinion any of the current assets have 
not a value, on revaluation in the ordin- 
ary course of the company’s business, at 
least equal to the amount stated. This 
throws a real responsibility on the direc- 
tors (and also on the auditors), but it 
is an attempt to ensure that the balance 
sheet shall, as closely as possible, re- 
flect a position not worse than will mater- 
ialise if the current assets, out of which 
the company makes its profits, are real- 
ised at the price ruling on the balance 
sheet date, in the ordinary course of busi- 
ness. As has been stated earlier, Britain 
requires the disclosure of any material 
respects in which any of the items in the 
profit and loss account are affected by 
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any change in the basis of accounting, 
e.g. valuation of inventory or calculation 
of bad debts reserve. Canada, on the 
other hand, requires the basis of valua- 
tion of inventory to be stated on the 
balance sheet, and the manner in which 
the valuation has been determined for the 
various sub-divisions of inventory. It 
might here be added that, as between 
Britain on the one hand and the U.S.A. 
and Canada on the other, there is an 
important difference of principle in the 
basis of valuation of inventory. The two 
latter countries still interpret ‘market 
value’ in the expression ‘cost or market 
value, whichever is the lower’, as applied 
to inventory, as meaning ‘replacement 
value’. The modern British interpreta- 
tion, however, is ‘net realisable value’, 
ie. selling price less all selling expenses 
—a much more liberal interpretation. 
This is not the place for further discus- 
sion of the matter, but the foremost ac- 
countants in Britain consider that any 
other interpretation will distort the true 
trend of profits, and the present writer 
agrees with them. The Institute of Char- 
tered Accountants in England and Wales 
has officially recommended to its mem- 
bers the adoption of the new interpreta- 
tion and the insertion of a note on the 
balance sheet to indicate the use of any 
other method. 


(xi) Loans to Directors 


Britain has now decided, like Canada 
in 1934, that loans by a company to its 
directors should not be allowed. Britain 
further prohibits loans ‘by a subsidiary 
to the directors of its holding company’ 
and adds as a general qualification to all 
such assistance ‘either directly or by 
guarantee or provision of security.’ When 
it is considered that the directors are the 
trustees of the shareholders’ funds there 
can surely be no doubt about the neces- 
sity for prohibition. 


(xii) Basis of conversion of foreign 
currencies 

Britain requires this basis of conver- 
sion to be revealed, where the amount of 
assets or liabilities is materially affected. 
The Research Committee of the Domin- 
ion Association of Chartered Accountants 
makes a similar recommendation for Can- 
ada. 


(xiii) Capital Stock and Distributable 
Surplus 


Canada’s provision with regard to 
these items is, as far as is known, quite 
unique and it is impossible to find any 
justification for it. The Companies Act 
of 1934 provides that the balance sheet 
shall show separately ‘the total amount 
received upon the issue of shares in the 
capital stock, set aside as distributable 
surplus’. To one familiar with all the 
case law in Britain with regard to the 
sanctity of share capital and the impos- 
sibility of declaring dividends out of the 
paid up nominal capital, this is the 
rankest heresy! The British Act of 1947 
has now very wisely made it finally il- 
legal to distribute as dividends even 
share premiums, or at least to distribute 
them without their being subject to the 
same restrictions in this regard as apply 
to all capital profits. 


But Canada allows ‘the issue and al- 
lotment of shares without nominal or par 
value . . . for such consideration as may 
be fixed by the board of directors of the 
company, and in fixing the amount of 
such consideration the board « . . may 
provide in the contract of subscription for 
such shares that the consideration received 
therefor shall be deemed to be capital, 
excepting a part if any not exceeding 
25% thereof, which may be set aside 
as distributable surplus; and where the 
company acquires a going concern which 
has a surplus over and above all liabili- 
ties, and any shares without nominal or 
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par value in the company are issued and 
allotted as fully paid, in payment or part 
payment for such going concern, the di- 
rectors may by resolution set aside, as 4 
distributable surplus, such part of the 
consideration for the issue and allotment 
of such shares without nominal or par 
value as does not exceed the unappropri- 
ated balance of realised net profits of the 
going concern immediately before such 
acquisition.’ 

This extraordinary provision appears 
to mean that in Canada, subject to prohi- 
bition by the letters patent, supplementary 
letters patent or by-laws which control 
the company’s affairs, the directors may 
fix the consideration receivable for no- 
par-value shares on issue and may decide, 
by notice at the time of issue, that a part 
not exceeding one quarter of the sum re- 
ceivable shall be treated as distributable 
profits and mot regarded as capital. This 
can apply to a new company or to any 
company acquiring a new concern. ‘ In 
the case of the former there may, appar- 
ently, be no pretence of any actually 
existing distributable profits! A frac- 
tion up to 25% of the sum for which 
the shares are issued may, after receipt, 
be immediately or at any time actually 
returned to the shareholders as dividend. 
In the case of the acquisition of a going 
concern it would seem that a company 
may be formed, issue shares for cash in 
the ordinary way, issue other no-par- 
value shares in payment for the net as- 
sets taken over from the hitherto going 
concern, and then declare a dividend out 
of the acquired undistributed profits of 
such going concern. Every sound ac- 
counting concept regards these profits as 
no longer profits to the purchasing com- 
pany, for they have been paid for by an 
issue of share capital. The result may be 
that, e.g. a dividend to all the purchasing 
company’s shareholders may be declared 
out of the profits just purchased, or a 
dividend may even be paid to the share- 


holders who paid cash for their shares 
out of profits purchased from others. 
Thus the original owners will have their 
profits capitalised, while the same profits 
are distributed to others whose shares 
have provided the necessary cash! A 
more impossible and unjustifiable posi- 
tion can hardly be imagined. 

The question of the advisability of per- 
mitting the issue of no-par-value shares is 
not under consideration. Britain has not 
yet, after years of very careful considera- 
tion, from the time of the Greene Com- 
mittee’s report before the 1929 Compan- 
ies Act, to the Cohen Committee’s report 
prior to the 1947 Act, been satisfied of 
the wisdom of such provision. But one 
thing is certain, nothing could persuade 
Britain to legalise such a provision as 
this. | Long-established case law, such 
as Foster vs. New Trinidad Lake Asphalt 
Co., Lid. (1901), prohibits in Britain 
the distribution of any capital profit un- 
less three conditions are satisfied: (a) it 
must be realised; (b) the company’s 
atticles must allow the distribution; (c) 
the profit must remain after a revaluation 
of all the company’s assets. Nothing 
can do away with the fact that Canada 
makes legal provision for a company to 
commence its existence with its future 
gravely imperilled by the fact that its 


‘capital funds have not been preserved 


but partially returned to shareholders 
with no diminution in the book liability 
to those shareholders. 
(xiv) Issued Share Capital 

A provision peculiar to Canada, and 
which gives useful information, requires 
a separate statement of ‘the amount is- 
sued since the date of the last balance 
sheet for services rendered, for com- 
missions or for assets acquired since the 
date of the last balance sheet.’ There is 
no essential difference between the pro- 
visions of the two countries for redeem- 
able preference shares. Britain gives to 
the resulting capital reserve, where fe- 
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demption is made out of profits, the dis- 
tinctive title Capital Redemption Re- 
serve Fund, but Canada does not differ- 
entiate it from any other capital surplus. 


(xv) Debentures and Secured Liabilities 

While requiring an indication of the 
fact of security Britain and Canada do 
not, like South Africa, require the assets 
which act as security to be stated. There 
seems no reason why this information 
should not be given. Where a company’s 
own debentures are held by a trustee or 
nominee for the company, Britain now 
requires a statement of the nominal 
amount and book value. The Research 
Committee of the Dominion Association 
of Chartered Accountants has recom- 
mended the disclosure of such securities 
purchased and not cancelled, either ‘as a 
deduction from the relative liability or, 
if the securities can be re-issued . . . as 
a non-current asset.’ 


(xvi) Options on Unissued Shares 


Britain and South Africa require a 
statement of the period during which the 
option is exercisable and the price to be 
paid for the shares. The Research Com- 
mittee of the Dominion Association 
has emphasized the necessity for this but 
the Dominion Act makes no specific 
provision. The information is certainly 
of great importance for the protection of 
shareholders. While the options last 
there is every possibility that profits ap- 
parently attached to one class of shares 
may have suddenly to be spread over a 
larger number of shares, due to the exer- 
cise of the option. The option may be 
exercised at par at a time when the other 
shares are quoted at a high premium. 
Such premium may be due entirely to the 
company’s practice of ‘ploughing back’ 
profits, and the option can be exercised 
only to the detriment of the other share- 
holders, who may find profits for which 
they paid in the purchase price of their 
shares passing over to others who have 
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paid nothing for them. In legitimate cases 
the benefit to the option-holder may rep- 
resent payment for goodwill to which he 
is entitled as vendor of the business. 
But the shareholders will certainly need 
to take the existence of the options into 
account when considering the true value 
of their shares. 


(xvii) Arrears of Cumulative Preference 
Dividend 


Again the Research Committee recom- 
mends disclosure where the Dominion 
Companies Act does not demand it. 
Britain’s new Act requires the amount of 
the arrears and the period covered to be 
revealed, as is necessary for the protec- 
tion of shareholders. 

(xviii) Contingent Liabilities 

Not only has Britain now followed the 
example of Canada and South Africa in 
demanding disclosure but it has specifi- 
cally included material contracts for cap- 
ital expenditure. It is clearly of material 
importance that shareholders shall know 
of any such commitments which may tie 
up funds needed for the ordinary work- 
ing of the company. In Rex vs. Bish- 
irgian and Others, 1936, (the notorious 
Pepper Pool case) the materialising of 
the undisclosed commitment was bound 
to result in the collapse of the company. 


Holding and Subsidiary Companies 
(a) Definition 

Canada regards any company as a sub- 
sidiary of another if more than 50% of 
its issued common or ordinary share cap- 
ital (or of all its issued share capital if 
of one class), carrying the right to elect 
at least a majority of the board of direc- 
tors, is held by that other company, either 
directly or indirectly. Britain, in the 
1947 Companies Act, gives a much 
wider definition. In addition to the 
holding of more than 50% in nominal 
value of the equity share capital (i.e. the 
issued share capital which has no restric- 
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tion limiting participation in either divi- 
dends or capital), as in Canada, two 
other alternatives are specified: (i) where 
the company in question has, as one of its 
members, another company which has the 
right to appoint or remove the whole or 
a majority of the board, or (ii) where 
the company is a sub-subsidiary of an- 
other company, i.e. one of the conditions 
for a subsidiary applies to its relations 
with another company which is itself a 
subsidiary of a third company, in which 
case the company in question is to be 
regarded as a subsidiary of that third 
company. Thus this new British defini- 
tion provides for the case where one 
company has effective control of the 
management and policy of another com- 
pany without necessarily holding a ma- 
jority of its equity capital, and it speci- 
fically includes a sub-subsidiary in the 
definition. The Canadian definition pre- 
sumably includes the sub-subsidiary by 
its provision for the holding ‘either di- 
rectly or indirectly.’ It is to be noted 
that in Canada both a majority holding 
and control of the board of directors are 
pre-requisites, which is not the case in 
Britain. 


(b) Consolidated Accounts 


Canada was well in advance of Bri- 
tain in providing in the 1934 Companies 
Act: ‘Any company . . . may include in 
the balance sheet, statement of income 
and expenditure and statement of sur- 
plus, to be submitted at any annual gen- 
eral meeting, the assets and liabilities and 
income and expenditure of any one or 
more of its subsidiaries, making due pro- 
vision for minority interests, if any, and 
indicating in such balance sheet and 
statement of income and expenditure and 
statement of surplus that the same are 
presented in consolidated form.’ This 
provision permits a company to present 
consolidated accounts in lieu of its own 
individual accounts, the consolidated ac- 
counts taking the place of what has 








hitherto in Britain been the only legal 
balance sheet. Before the new 1947 ° 
Companies Act there was no legal provi- 
sion in Britain for consolidated ac- 
counts, though it has long been the prac- 
tice of many companies to provide them 
in addition to those required by law. 
But now, after a great deal of investiga- 
tion into the whole question, Britain has 
made the publication of ‘group accounts’ 
compulsory except where exemption is 
granted in specified circumstances. In 
Canada, since the provisions are permis- 
sive only, it has been left to progressive 
and liberal-minded holding companies to 
go ahead with consolidation while, as 
hitherto in Britain, others have been re- 
quired to give a minimum of informa- 
tion prescribed by the Act. The only 
essential distinction in Canada has been 
in the provision of the legal alternative. 


(c) Group Accounts in Britain 


The expression ‘group accounts’ is a 
useful term for indicating all forms of 
joint presentation of accounts of holding 
and subsidiary companies. Group ac- 
counts are required, by the 1947 Com- 
panies Act, to be presented to sharehold- 
ers of the holding company, together 
with the holding company’s own ac- 
counts, except in the case of holding 
companies which are themselves the 
wholly owned subsidiaries of other Brit- 
ish companies. It is important to notice 
that they are mot, as in Canada, a Jegal 
alternative to the holding company’s ac- 
counts, but additional to them. Exemp- 
tion is given if the directors can show 
it to be impracticable, too insignificant, 
too expensive in the circumstances, likely 
to cause disproportionate delay, mislead- 
ing or harmful in result, or finally if the 
businesses of the holding and subsidiary 
companies are so different in type that 
they cannot reasonably be treated as a 
single undertaking. The two latter rea- 
sons require the specific approval of the 
Board of Trade. 
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The form of group accounts is norm- 
ally required to be a consolidated bal- 
ance sheet and a consolidated profit and 
loss account. If, however, the directors 
consider it better for the purpose of any 
particular case, the group accounts may 
take another form, e.g. more than one 
set of consolidated accounts, grouping 
the accounts of the holding company and 
one group of subsidiaries and separate- 
ly grouping the accounts of other sub- 
sidiaries; or the separate accounts of each 
of the subsidiaries together with those 
of the holding company; or statements 
expanding the information as to subsidi- 
aries in the holding company’s accounts; 
or any combination of these forms. 
Exactly what is meant by expanded in- 
formation in the holding company’s ac- 
counts is not clear, for it might be a 
great deal or it might be very little. It 
is an alternative not considered by the 
Institute of Chartered Accountants in 
England and Wales, in making the orig- 
inal recommendations on which the pro- 
visions of the Act are largely based, nor 
was it mentioned by the Cohen Com- 
mittee which made the official investiga- 
tions. 


The final provision of the British Act 
of 1947 is: ‘The group accounts may be 
wholly or partly incorporated ‘in the 
company’s own balance sheet and profit 
and loss account. This apparently gives 
sanction to the practice of some holding 
companies whereby, for example, the pro- 
fit and loss account of the holding com- 
pany itself commences as a consolidated 
profit and loss account of the group and, 
in statement form, by progressive deduc- 
tion of amounts attributable to outside in- 
terests, proportions of profits of subsidi- 
aries retained by such subsidiaries, etc., 
finally ends with the profit or loss as in 
the profit and loss account of the holding 
company alone. The result is at one and 
the same time both a consolidated ac- 
count and the individual profit and loss 


account of the holding company. This is 
a very useful way of presenting the com- 
bined results of the group, but it could 
hardly be done in the case of the holding 
company’s balance sheet except in the 
normal form of the consolidated balance 
sheet. Normally, then, the holding com- 
pany’s separate accounts will accompany 
the group accounts, but it may be possible 
and it is permissible to combine them. 
This is different, it will be noted, from 
Canada’s acceptance of the full consoli- 
dated accounts for presentation to the 
holding company’s shareholder's in lieu 
of the separate accounts of the holding 
company. 

Whatever the form, Britain requires 
generally that the group accounts shall 
give a true and fair view of the state of 
affairs and profit or loss of the company 
and the subsidiaries, so far as concerns 
the members of the company. The du- 
ties of the holding company’s auditors in 
Britain now specifically include the giv- 
ing of a report upon all group accounts 
laid before the company in general meet- 
ing while they are auditors. This must 
state whether, in their opinion, the group 
accounts have been properly prepared so 
as to give a true and fair view of the 
state of affairs and profit or loss of the 
company and the subsidiaries dealt with 
thereby, so far as concerns the members 
of the company. If there are any mat- 
ters not disclosed, in particular circum- 
stances provided for by the first sched- 
ule of the Act, such non-disclosure must 
be specifically indicated by the auditor. 


(d) Where Group Accounts are not 
presented. 


In all normal circumstances, with the 
specific exceptions indicated in the preced- 
ing section, group accounts will now be 
compulsory in Britain as from 1st July, 
1948. Where group accounts are not sub- 
mitted, in approved circumstances, Britain 
requires a statement to be annexed to the 
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balance sheet of the holding company 
.Showing with reasons, (i) for the re- 
spective financial years of the subsidiaries 
ending with or during the financial year 
of the holding company, and (ii) for 
all the previous financial years since ac- 
quisition of the holding company's in- 
terests, the holding company’s share of 
net aggregate profits less losses of sub- 
sidiaries (a) not provided for in the 
accounts of the holding company and (b) 
actually provided for. It is expressly 
stated that, in giving this information, 
the holding company's share of pre-ac- 
quisition profits or losses of subsidiaries 
shall not be treated as revenue profits or 
losses of the holding company. Appor- 
tionment of profits or losses for this pur- 
pose is, in the absence of actual facts 
providing for a reasonably accurate basis, 
to be made on a time basis. Not only 
does Britain now, like Canada and South 
Africa, require qualifications in the re- 
ports of auditors of subsidiaries to be re- 
vealed in the statement, but any ‘note or 
saving’ in regard to the subsidiaries’ ac- 
counts, absence of which would have 
necessitated qualification by the auditors, 
must be revealed in so far as it is not 
covered by the holding company’s own 
accounts and is material. 


Whereas the Dominion Companies 
Act of 1934 requires the statement an- 
nexed to the holding company’s balance 
sheet to be signed by the auditors of the 
company Britain has hitherto required 
only the signature of directors. It was 
the official opinion of counsel in Britain 
that the statement was not part of the 
balance sheet and that the auditors had 
no legal responsibility for it. But Bri- 
tain has now made the express provision 
that ‘any reference to a balance sheet or 
profit and loss account shall include any 
notes thereon or document annexed 
thereto’ giving information required by 
the Act, and the auditor's report is re- 
quired to state ‘whether the said accounts 


give the information required . . . in the 
manner so required’. It is therefore clear 
that the auditors will in future be re- 
sponsible for reporting any inaccuracy in 
the statement or statements annexed to 
the holding company’s balance sheet. By 
comparison with ‘the new requirements 
of Britain regarding the annexed state- 
ment Canada’s provisions are interesting. 
The first part of the corresponding state- 
ment which it requires, in the absence of 
consolidation, is vague and similar to 
that formerly required by Britain. But 
in addition, if the losses of the subsidi- 
ary, or the aggregate of losses less profits 
of all subsidiaries, have, in the opinion 
of the auditors, not been fully provided 
for by the holding company, to the ex- 
tent of its interest, the auditors are re- 
quired to state what additional amount 
they consider necessary for full provi- 
sion. Again the auditors are to indicate 
by how much, if at all, they consider that 
the income received or receivable from 
subsidiaries, taken into account by the 
holding company, exceeds the holding 
company’s true share in the aggregate 
profits less losses of all subsidiaries. The 
onus thrown upon the auditors in Canada 
is therefore very considerable, and the 
information is much more valuable than 
was until now required by Britain. One 
further provision in Canada is that, if the 
directors cannot obtain the information 
required for the statement, they, not the 
auditors, are required to annex to the 
balance sheet a report to that effect. 


Both Canada and Britain provide, as 
has been the case for years, that the 
balance sheet of the holding company, 
unless in the case of Canada it is a con- 
solidated balance sheet, shall show sep- 
arately the aggregate amount of shares in 
subsidiaries and the aggregate amount of 
indebtedness by subsidiaries, whether on 
account of loans or otherwise. As a fe- 
sult of the new Act Britain now requires 
also that ‘there shall be shown by way 








of note on the balance sheet or in a state- 
ment or report annexed thereto the num- 
ber, description and amount of -the 
shares in and debentures of the company 
held by its subsidiaries or their nomin- 
ees’ otherwise than as agents or trustees. 
The aggregate amount of loans by and 
indebtedness to subsidiaries is to be sep- 
arately revealed on the holding com- 
pany’s balance sheet, as in Canada. In 
this connection it should be noted that 
neither Canada nor Britain has pro 
hibited as South Africa has done, the pur- 
chase by a subsidiary of shares in its 
holding company or any loan by the sub- 
sidiary to such holding company. A 
loophole is still, therefore, provided for 
the purchase by a concern of what is, in 
its ultimate effect, a part of its own 
share capital, though all three countries 
prohibit this for any individual company. 
(e) Synchronisation of Financial Years. 

As South Africa has done since 1939, 
Britain now makes provision for this 
synchronisation. Unlike South Africa, 
however, Britain gives exemption from 
this requirement where, in the opinion 
of the directors, there are good reasons 
against it. In such cases the reasons 
must be specified. Valid reasons would 
presumably be, for example, seasonal 
circumstances differing considerably for 
companies engaged in very dissimilar 
classes of trade. It is obvious that syn- 
chronisation greatly facilitates consolida- 
tion and avoids the danger of ‘window- 
dressing’. If the financial periods are 
not synchronised Britain requires the di- 
rectors to state the actual dates of the fi- 
nancial year-ends of subsidiaries within 
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the holding company’s financial period, 
or the earliest and latest dates. 


Conclusion 

The British Companies Act of 1947 
replaces, with effect from 1st July, 1948, 
the relevant sections of the 1929 Act, 
which still remains the principal Act. 
It probably hardly needs to be urged 
that the new provisions affecting pub- 
lished accounts merit careful considera- 
tion by accountants and students outside 
Great Britain. The new Act is the re- 
sult of the most intensive and extensive 
taking and sifting of evidence by a 
Committee of the Board of Trade which 
had before it the detailed testimonies of 
the main accounting bodies and many 
other experts. It sat at a time when the 
Institute of Chartered Accountants in 
England and Wales, the Dominion Asso- 
ciation of Chartered Accountants in 
Canada, and the American Institute of 
Accountants, among others, had issued 
detailed recommendations to their mem- 
bers on the subject of accounting prin- 
ciples, and many outworn traditions had 
been exposed and abandoned. Ample 
experience had been gained in the work- 
ing of vast combines and, in contrast to 
the comparatively slow growth of the 
early part of the century, the dynamic 
°30’s and ’40’s had yielded a rich vol- 
ume of precedents on which to draw. It 
is to be hoped that the effects of the new 
Act will be felt not only in Britain but 
also in Canada and America, just as these 
countries have themselves contributed 
much that has helped to shape it, 
through the research of their own ac- 
counting bodies. 









































Today's students are the chartered ac- 
countants of the future. On their char- 
acter and ability depends the future of 
the profession. Is full and proper con- 
sideration being given to their lot? 

This problem is here considered from 
the student’s viewpoint by a very recent 
graduate, who does not profess to know 
the problems of the employers who have 
the responsibility for forming the pattern 
of student training. However I feel that 
the student’s viewpoint should be of in- 
terest and of value to employers because, 
due to the difference in their responsibili- 
ties and goals, the student's viewpoint is 
basically different from that of the em- 
ployer Of course the student in ac- 
countancy does not expect to find matters 
arranged for his benefit alone but it 
should be emphasized that this article is 
confined entirely to a consideration of 
the student’s viewpoint. A student can- 
not be expected to see the other side in 
proper perspective, and in the same way 
an employer may likewise be handicapped 
in endeavouring to assess this problem 
from a student's viewpoint. 

A fiz st chartered accountants offers 
to the public the personal services of its 
members and of its staff, which often 
consists mainly of students. A firm’s 
reputation depends to a considerable ex- 


A Student's Viewpoint 


By Geoffrey Ward, C.A. 





tent on the calibre of its students be- 
cause they do the bulk of the audit work. 
Therefore an understanding of the stu- 
dent's attitude is important because it is 
essential to the formation of policies 
which will encourage the most suitable 
young men to enter the profession. 


The ideas herein set forth are not 
necessarily originated by the author, and 
they are made in a spirit of promoting 
fuller understanding and co-operation be- 
tween students and their employers. 


WORK EXPECTED 


Do your students have a clear under- 
standing of how much work they will be 
expected to do? 


A student should have sufficient time 
to cover his studies properly, so as to 
have a fair chance of passing the exam- 
inations at the first attempt. Adequate 
time to study for examinations is of 
prime importance to the student, just as 
getting’ the audits done is of prime im- 
portance to his employer. The employer 
should not make use of his superior po- 
sition to accomplish his ends at the sac- 
rifice of the student’s objectives. The 
Institute of Chartered Accountants in 
England and Wales takes a liberal view 
of the subject of adequate time for study. 
In an appendix to the report of the coun- 
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cil to the 67th annual meeting, held on 
May 5, 1948, they recommended that up 
to three months leave should be given 
prior to both the intermediate and final 
examinations. The reasons for allow- 
ing time off were stated as follows: 

“(1) An articled clerk should not 
be expected to do the whole of his ex- 
tensive preparation for examinations 
during the evenings and week-ends. 

(2) During service an articled 
clerk should not find it necessary to 
abandon healthy sports and outdoor 
pastimes in which he may be inter- 
ested. 

(3) An articled clerk should not 
confine his studies solely to the exam- 
ination requirements, but should be en- 
couraged to read as widely as possible 
and to think for himself.” 

However, any major concessions in Can- 
ada as to time worked would no doubt 
be accompanied by an increase in the 


theoretical training required and a de- 
crease in the remuneration paid to stu- 
dents. 


Position of Students in U.S. 

On the other hand the position in the 
United States appears to be quite differ- 
ent. Higher salaries are paid there than 
in Canada, as much as $200 to $250 a 
month for beginners, but the hours are 
longer and the pressure of work greater. 
Also most of the staff usually have a uni- 
versity degree with a major in account- 
ing before commencing their term of 
practical service Consequently there is 
less need for time to study theory during 
their apprenticeship. The Canadian sit- 
uation is somewhere in between the posi- 
tion in these two countries. 


The present by-laws of the Institute of 
Chartered Accountants of Ontario permit 
the apprenticeship of three students for 
each chartered accountant in the firm. 
This should make it possible for employ- 
ers to allow their students adequate time 


Mr. G. H. Ward, a recent re- 
cruit to the ranks of Chartered 
Accountants, was the recipient 
of two gold medal awards, one 
by the Ontario Institute and 
one by the Dominion Associa- 
tion, having obtained the high- 
est marks in the Dominion in 
the late final examinations. A 
brilliant student, Mr. Ward also 
has a remarkably fine record as 
an artillery officer in the last 
war, from which he was dis- 
charged a Captain. He was 
born and educated in Winnipeg, 
and commenced his account- 
ancy career in that city with 
Millar, Macdonald & Co. He is 
a member of the Ontario Insti- 
tute and is presently on the 
staff of George A. Touche & 
Co., Toronto. 


to cover the course of instruction thor- 
oughly. It is submitted that an annual 
maximum of 1800 hours work from each 
student is reasonable This total has been 
arrived at as follows: 
September to May 

—say 34 weeks (less one off 

for examinations) at 40 

hours each 
June to August 

—say 18 weeks (less two off 

for holidays) at 35 hours 


1880 hrs. 
Less Statutory Holidays 


—say 10 at 8 hours each ... 80 hrs. 


1800 hrs. 


Net total 


In effect students would then have 
the evenings and week-ends in which to 
study. An increase to three, by all the 
provinces, of the number of students al- 
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to the student’s benefit, especially in cases 
where at present they are required to 
work more than 1800 hours a year due 
to the shortage of students on the staff. 


Overtime 

During the busy season, overtime will 
usually be necessary. This should not 
be so heavy as to impair the health of 
the staff, and should not be so prolonged 
as to make it unduly difficult for students 
to catch up in their lessons. Supper 
money adequate to buy a good meal 


should be allowed when overtime is 


worked in the evening. On a weekly 
basis, a maximum of fifty-six hours for 
short periods is reasonable. Of course, 
hours worked are not the sole measure 
of the contribution made. Recognition 
must be given to actual accomplishment. 
It is easy to note the time worked but re- 
quires more diligence on the part of 
supervisory personnel to judge the calibre 
of the work and the actual output at- 
tained Over the year overtime should be 
compensated for by time off during the 
slack periods, so that students who are 
required to work overtime will not be at 
a disadvantage as compared with those 
who do not work overtime. To restrict 
the hours worked to 1800 a year would 
therefore appear reasonable. 


Out of Town Assignments 

Out of town assignments are similar 
to overtime. Consideration should be 
given when assigning staff to the fact 
that whilst out of town assignments may 
be an advantage to one student, such as 
a single man living in rooms, they may 
be a considerable disadvantage to one 
with heavy family obligations. Students 
greatly appreciate being consulted as to 
whether any undue hardship will be oc- 
casioned by sending them out of town 
at that particular time. An arrangement 
for a weekend at home every two weeks 
and a maximum of three months out of 
town per year, would appear reasonable. 


lowed per chartered accountant could be 





If expenses out of town are on a “flat. 
rate” basis for meals, laundry, tips, etc., 
and on an actual basis for travelling and 
hotel rooms, the student will know where 
he stands without controversy These, 
rates should be sufficient to permit living 
at a scale suitable to the status of the pro- 
fession. 

In dealings with clients the firm can 
help the senior-in-charge in many ways, 
e.g. by ensuring that adequate working 
space is provided for his staff, that rec- 
ords are ready and made available, that 
the time to complete the audit is ade- 
quate, and that the required schedules 
are prepared promptly by the client. 
Sometimes such matters are better at- 
tended to at a higher level than that 
usually appropriate for the senior-in- 
charge of an audit. 

A proper understanding of the amount 
of work expected will assist both the stu- 
dent and the employer to achieve their 
respective objectives, namely examina- 
tions successfully completed and audits 
done properly and on time 


PRACTICAL EXPERIENCE 

Is there an equitable distribution of 
the available opportunities to obtain 
practical experience? All students in a 
firm should be given an equal opportun- 
ity to learn by experience and to show 
their abilities. 

Each student needs a variety of assign- 
ments so that by the completion of his 
apprenticeship he will have obtained the 
wide background of practical knowledge 
which is so valuable prior to attempting 
the final examinations. It is this training, 
more than the theoretical studies, which 
makes the chartered accountant’s degree 
so valuable and esteemed. 


Specialized Work 

Many firms have specialized work such 
as is found for example on municipal 
an? very large audits. In such cases it 
is ucsirable, from the standpoint of an 












employer, to keep the same staff on these 
assignments for comparatively long 
petiods. This is done in order that the 
staff may obtain that familiarity with the 
audit which is necessary to the under- 
standing of all the problems involved 
and to work with maximum efficiency. A 
year or two years of this work may be 
good training. But when a student is 
retained on such assignments for more 
than two out of his five years’ apprentice- 
ship his experience will have been too 
narrow. Such a position is similar to 
that of an employee on the internal audit 
staff of a large commercial organization. 

On the other hand, there are certain 
types of work such as system installation 
and the preparation of prospectuses 
which are exceptionally valuable experi- 
ence. Such engagements are not fre- 
quently available in practice. However 
they are often encountered in the lessons 
and examination rooms. When possible 
all students should be given some contact 
with them. The understandable tend- 
ency to let the better students do it all 
should, in fairness to the others, be re- 
stricted. Even a limited contact with, for 
example, the working papers and ad- 
justments for a consolidation, provides a 
perspective and an understanding of the 
problem that can never be obtained from 
a text-book alone. Practical experience 
is more interesting and easily remem- 
bered than theoretical lessons . 

Routine Work 

There is a considerable amount of rou- 
tine work to be done in an accountant’s 
office This work is of little practical 
value to a professional man, and further- 
more is most tedious and uninteresting. 
Too much of it kills a student’s initial en- 
thusiasm Most students know of cases 
where a new junior bubbling over with 
enthusiasm has been reduced within a 
year to an habitual clockwatcher, made 
frustrated and discontented by an excess 
of such monotonous work. Included in 
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this category are such tasks as filing, 
binding statements, running errands, 
calling statements and mailing confirma- 
tions. Where there is a considerable 
volume of such tasks, appropriate staff 
such as comptometer operators, filing 
clerks, office boys and stenographers 
should be employed to do them. This 
type of work is encountered sufficiently 
often in the ordinary course for the 
juniors to become adequately acquainted 
with it. A student has normally but 
five years of practical experience before 
graduation; the greater the time which 
is spent doing such work, the less is 
available for the auditing and account- 
ing experience that is needed to de- 
velop a good chartered accountant. 


Keep Students in Picture 

Staff should be given an opportunity 
to learn about the more important things 
that their immediate superiors do. <A 
general outline of the engagement by the 
senior to put everyone in the picture will 
make the duties of the junior staff of 
more meaning and value to them. The 
reasons for the various procedures which 
an assistant is required to carry out 
should be explained to him. Progressive- 
ly more exacting constructive criticism 
of a student’s work will aid his efforts to 
make progress. 


In a recent article published in the 
United States it was stated that “the 
greatest longing on the part of those try- 
ing to climb the ladder of success is for 
contact with highly qualified associates; 
a contact that will allow them to profit 
by example, to learn by counsel and con- 
structive criticism, to be able, once in a 
while, to have an unhurried cross-the- 
desk consultation without too great dif- 
ference in the level of the two-sided con- 
ference.” * 

* J. H. Hardy C.P.A. ‘‘Staff Training for 


the Smaller Accounting Firm,’’ in 
Georgia Business, December 1947. 









































26 The Canadian Chartered Accountant, July 1948 


Allowing men to assume all the re- 
sponsibility they can safely carry will en- 
able them to develop into more capable 
and valuable assistants. They might, for 
example, be allowed to handle the dis- 
cussion with subordinate members of the 
clients’s staff of suggestions for minor 
changes in accounting routine, to draft 
report and letters to the client, to draft 
audit programmes for interim testing. 
Performing responsible work and profit- 
ing by mistakes is a vital part of becom- 
ing a qualified chartered accountant. 


PERSONAL DEVELOPMENT 


Is enough attention paid to the indi- 
vidual development of each student? 

A student entering the profession has 
usually no previous experience as an em- 
ployee in the business community. If he 
is not properly handled his initial en- 
thusiasm may be dampened and his atti- 
tude towards his work may develop 
along the wrong lines. The demands on 
him are considerable. A balanced effort 
is desired, combining theoretical accur- 
acy, practical expediency, professional 
thoroughness and economy of effort. In 
addition he is expected to advance much 
more quickly than a beginner in the com- 
mercial field. It is too much to expect 
that this will be easy for him to achieve: 
he may never do so unless proper guid- 
ance is available. The way in which a 
student solves the problems he encoun- 
ters and handles his personal relation- 
ships with associates and client's staff 
will do much to determine his value to 
his employer. 

Contact with Clients 

The role of a professional auditor's 
representative places the student, while in 
a client’s office, in the delicate position 
of being both a guest and a person of 
authority, a relationship where tact is 
most essential. A gradual systematic ex- 
tension of the student’s contacts with 
clients, and impressing upon him the 


importance of the problems involved, 
e.g. the problem of maintaining cordial 
relations with the client, while at the 
same time striving for exactitude in the 
client's methods and accounts, should 
enable the student to develop his per- 
sonality properly so as to be able to 
handle these sometimes difficult situations 
with finesse. 

Students must either fit in or leave, but 
they will have a better chance of setting a 
true course if the reasons for fitting in 
are explained, and the general set-up of 
the organization is outlined to them. For 
example, the firm’s attitude towards non- 
essential questions requiring lengthy ex- 
planation and the suggestion of changes 
in proposed audit procedures by the staff 
could be stated, mentioning when they 
will be welcomed and when they must be 
held in abeyance. 


Students’ Shorecomings 

Any serious shortcomings should be 
brought to each staff member's attention 
in good time, in order that the student 
may have a fair opportunity to give his 
side of the story and to enable him to 
take corrective measures before his short- 
comings have become so serious as to 
delay his normal progress or necessitate 
his dismissal. Should a student appear 
unsuitable for the profession he should 
be advised of this promptly in order that 
he will not continue to waste time at a 
low salary. It is better for his employer 
and the remainder of the staff that the 
misfit be promptly removed. His pres- 
ence will have an adverse effect both on 
the client's opinion of their auditors and 
on the morale of the remainder of the 
staff. The nicest thing the employer can 
do for the wrongly placed student is to 
help him to find a suitable position else- 
where. The current work of the Do- 
minion Association of Chartered Ac- 
countants’ sub-committee on personnel 
selection regarding orientation and voca- 
tional interest tests for prospective stu- 
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dents should be studied with regard to 
tackling this problem at the source. 


Good work should be recognized and 
encouraged, by entrusting worthy staff 
with increased responsibility accompanied 
by appropriate material rewards. Encour- 
agement is essential, otherwise good men 
will lose their keenness and cease trying 
to aim higher than the average. The 
idea that praise will make a student de- 
mand too much from his employer, or 
that no material reward is necessary, is 
not in step with the practice followed by 
the most progressive business firms. 


Attention to Students’ Progress 

Because of the importance of these fac- 
tors it is suggested that the system of 
office organization of a firm should be 
such that the individual development of 
each student will automatically receive 
the attention it deserves. For example 
this might be accomplished by the carry- 
ing out of such procedures as:— 

(a) requiring all supervisory personnel 
to report on each staff member un- 
der them at the end of every en- 
gagement or at frequent regular in- 
tervals; 
making relatively permanent assign- 
ment of juniors to seniors, so that 
the senior can become closely famil- 
iat with the juniors’ qualifications, 
and can take a personal interest in 
their development; 
having a partner periodically, at 
least twice a year, discuss each stu- 
dent’s progress with him personally 
to advise him of his weaknesses and 
his strong points in order that he 
may have a proper understanding of 
how his services are valued; 
keeping seniors, supervisors, and 
principals approachable by their sub- 
ordinates, and treating students as 
fellow professional men, thereby 
building mutual respect. 

The best interests of the employer are 


served when the staff are a satisfied and 
co-operative team. The best and most 
efficient audits are done by keen and ag- 
gressive men. 


REWARDS 
Are promotions made on a planned 
basis? When a vacancy occurrs, is care 
taken to select the most worthy student 
for promotion? Are the material bene- 
fits offered adequate? 


Promotion should be made without un- 
necessary delay when a student has earn- 
ed it. Sometimes a student cannot be 
promoted because there is no suitable 
vacancy. He should then be advised 
that he is considered ready for more re- 
sponsible work, but that there is none 
available at the moment, and some in- 
dication as to when an opportunity will 
be available should be given. Sometimes, 
because of seniority or for other reasons, 
a student may think he is due for promo- 
tion when he is not actually ready to as- 
sume more responsibility. The firm 
should advise him in what respects he is 
falling short of requirements. When a 
student has reached his peak, unless it is 
decidedly in his and the firm’s best in- 
terest for him to remain permanently in 
his present position, he should be as- 
sisted in finding a suitable position else- 
where. Such a policy will increase the 
vacancies available and provide faster 
promotion and added incentive for the 
staff generally. Senior positions should 
be filled by promotion from within the 
organization rather than by hiring new 
staff. This policy will reduce discontent 
and frustration and further mutual un- 
derstanding. 


Salaries 
A new junior student should receive 
sufficient salary to support himself while 
living at home and not paying rent, that 
is, enough to pay the cost of his food, 
laundry, and personal expenses, and of 
course he should be able to afford to 
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dress suitably and to have a proper meal 
at noon. In order to do this, at today’s 
high prices $100 a month is indicated. 
Students who start out with more than 
the usual educational requirements or 
with extra experience should receive a 
higher salary. During training, raises 
based on the increased value of a stu- 
dent’s services should be forthcoming 
without reminder A system of paying 
annual bonuses provides an incentive to 
work harder as it is a means of retroact- 
ively compensating staff when raises as 
a rule are granted only once a year. When 
it is not possible to keep the annual total 
of hours worked to less than 1800, over- 
time should be paid for at rates at least 
one and one half normal. 


Graduates 
After graduation, students whom the 
firm does not wish to retain as super- 
visors should be paid well enough to sup- 
port a wife which, at today’s prices, re- 


quires $250 a month. There should be 
an understanding that after a few months 
they will be expected to obtain a position 


elsewhere. Graduates the firm wishes to 
retain must be paid a wage equal to, or 
better than, that being paid in industry 
for positions of equal responsibility. 
Only by doing so can the profession ex- 
pect to retain the best men, and thereby 
ensure that the calibre of the professional 
practising accountants will be higher than 
that in industry. Naturally for the pro- 
fession to be of the greatest value to the 
business world, the senior staff members 
of practising firms should be more skilled 
than the financial executives and the ac- 
counting staffs of their clients. It might 
also be mentioned that the opportunities 
available in the commercial world may 
be equally attractive to a graduate. In 
these circumstances a large salary differ- 
ential between commercial firms and the 
profession is bound to result in the loss 
to the profession of many of the better 
qualified graduates. 


While it has been said that the great- 
est reward that can be obtained from 
one’s vocation is the keen personal in- 
terest which his work evokes, neverthe- 
less the monetary compensation must be 
such that the young accountant can enjoy 
these intellectual rewards free from fi- 
nancial worries. It is not reasonable to 
expect students to put forward their 
maximum effort unless the rewards of- 
fered are commensurate. 


THEORETICAL TRAINING 


Is the theoretical training offered the 
best available? 

The training in accounting and audit- 
ing subjects should be second to none, 
better than any training offered by schools 
of accounting, universities, or other ac- 
counting societies. This will ensure that 
graduates will continue to be recognised 
as being the best equipped theoretically 
in their field. Prospective accountants 
will realize that entry into this course 
makes available to them the greatest op- 
portunities and finest training in the ac- 
counting sphere. The following com- 
ments on the instruction offered may be 
of interest to those responsible for plan- 
ning the present courses. It is realized 
that different facilities and problems exist 
in each province and consequently the 
remarks made do not all apply to every 
province. 


High Standards Required 

The Institutes must maintain the high- 
est standards in both examinations and 
instruction. The best instructors’ text 
books and teaching methods should be 
employed. When lectures are possible, 
as they are in all large cities, reliance 
should not be placed on correspondence 
courses alone. Lectures, which can be 
given effectively only by members ex- 
perienced in practice, should be carcfully 
programmed. In the earlier years of the 
course coaching to help individual stu- 
dents with their problems is vital. In the 
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later years broad explanations of the 
more difficult problems by leaders in the 
profession is needed. Direct contact of 
members and students in a classroom 
atmosphere is essential if the best theor- 
etical training is to be achieved. 


It is also essential for individual firms 
to make a planned effort to assist their 
students, at all levels, to become better 
qualified. Whatever staff training pro- 
gramme is reasonable in each firm's par- 
ticular circumstances should be arranged. 
Individual coaching, which is difficult in 
large classes, can be accomplished by 
staff training. Senior staff should take 
the initiative and let their students know 
that they are available to help them with 
any study problems. 


Emphasis on Practical Value 


The practical value of the course must 
be borne in mind, such specialized sub- 
jects as estates and municipalities should 
be given no more than their proper em- 
phasis and complete mastery thereof not 
expected. The latest developments in 
presentation, and the most modern au- 
thoritative opinions on controversial sub- 
jects should be stressed, and the latest 
regulations and legislation incorporated 
in the lessons, e.g. the practical applica- 
tion of professional rules of ethics, the 
‘arrangement’ of one’s affairs to avoid the 
attraction of taxation. These are good 
subjects for lectures by leading account- 
ants. A broadening of the course by in- 
cluding such works as Contemporary Ac- 
counting, Professional Ethics of Public 
Accounting, the American Institute of 
Accountants’ bulletins on accounting and 
auditing, and The Journal of Account- 
ancy, will help fill the gap. Considering 
the total cost of a chartered accounting 
degree the small extra expenditure neces- 
Sary to enlarge the student's library is 
well worth while. Unless such material 
is provided with the course few students 
will purchase it of their own accord. 


Training in report and memorandum 
writing in conjunction with instruction 
in English would be of great practical 
value. Finally continual revision of the 
content of the course matter is essential. 


Examinations 


The examinations should be so de- 
signed that students who have properly 
digested the course of instruction can 
pass. In Canada the present high per- 
centage of failures, while no greater than 
that in the U.S.A., is not encouraging. 
Because a lowering of standards is not 
desirable the percentage of successful 
candidates should be increased by im- 
proving the instruction. Quite often ex- 
amination questions are more difficult 
than anything the student has previously 
encountered or are not specifically and 
clearly answered in the course provided. 
This is especially applicable to auditing 
papers. These problems could be eased 
if a detailed syllabus of requirements 
were issued for each examination. The 
concentrated and prolonged examination 
session is an ordeal which the student 
has not been trained to meet. By spread- 
ing the examinations out over a longer 
period and allowing credit to be retained 
for each examination passed would 
lower this obstacle. The committee 
on personnel selection of the American 
Institute of Accountants have conducted 
extensive research into the validating of 
objective type examinations. The results 
of their work indicate that the regular 
occurrence of an examination paper on 
which the percentage of failures is mark- 
edly higher than that for the other pa- 
pers in the set can be eliminated. 

Cannot the student's risk of never ob- 
taining his degree, even after many years 
of conscientious study, be reduced? Ad- 
vise the unsuitable students that they are 
in the wrong field as soon as possible. 
While this is the prime responsibility of 
the employers, the instructors are also 
in a position to discover the misfits. The 
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recent limitation of the number of at- 
tempts at each examination is a recogni- 
tion of this problem. However, the pro- 
cess of successive failures is a slow and 
painful path of disillusionment. The 
weeding out should be done in the first 
year of the course, not in the final ex- 
aminations. 


IN CONCLUSION 
The student’s viewpoint has been dealt 
with, on the following points: 

(a) Work expected should be limited 
so that adequate time will be left 
for studies. 

(b) Practical experience should be var- 
ied and broad. 

(c) Personal development of each stu- 
dent should receive planned atten- 
tion. 

(d) Rewards should be offered to en- 
courage better work. 

(e) The theoretical training should be 
the best available. 


‘It may seem too much to expect all 


these things. Students realize that hard 
work and high standards will have to be 
maintained in order to earn the consid- 
erations asked for. They will welcome 
this because it will be in their best in- 
terests to meet the higher competitive de- 
mand for employment in the profession 
which would result. 

It is submitted that it is very much in 
the best interests of employers individ- 
ually, and of the profession as a whole, 
to do as much as is practicable for the 
students. Better men will be attracted 
into the profession which at present must 
meet strong competition from other ca- 


reers which are available. Students hav- 
ing once embarked on an accountancy 
career will be developed to a higher de- 
gree and as a direct result thereof will 
be of more value to their employer. Em- 
ployers presumably wish the best repre- 
sentatives they can obtain to work on 
their audit staffs. The profession as a 
whole will benefit because the increase in 
the calibre of its future members will re- 
sult in a general advancement in ac- 
counting methods and proficiency which 
will raise the prestige of chartered ac- 
countants. The whole future of the pro- 
fession will one day rest with individuals 
who have yet to be students. 


Students Feel Strongly 


Finally, I would like to go on record 
and acknowledge a few things. There 
are no doubt many points in this article 
with which employers will not agree. 
However the value of the ideas presented 
lies in the fact that they are those of stud- 
ents. Although the student may have no 
way in which to assess properly their rea- 
sonableness or rightness he feels strongly 
about them. Of course the views ex- 
pressed are subject to limitations of the 
author's experience and cannot be taken 
to formally represent the considered opin- 
ion of the student body as a whole. It 
is acknowledged that many of the matters 
mentioned are practised by accounting 
firms today, including my own present 
and past employers. The opportunity 
given to express in print the student's 
ideas on his lot is appreciated. It is 
hoped that their publication will succeed 
in provoking some discussion of the sub- 
ject. 





Financial Statements 


And the Average Man 


By R. B. Egerton, C.A. 


When the average man is not well, 
he will go to see his doctor who, after 
examining him, may first tell him 
that he is suffering from a mild form of 
pyelitis; and, being asked what in the 
name of blank that means, the doctor will 
say that it is inflammation of the pelvis 
of the kidney. The doctor will then 
recommend a course of treatment to 
. which the man will probably submit, in- 
cluding the swallowing of some medicine 
the prescription for which is quite unin- 
telligible to him. Doctors discuss disease 
among themselves in technical terms 
which, being in Latin, are international 
and they may throw such terms at a 
patient either to impress the patient or 
to keep in practice in the use of the 
terms. Nevertheless the average man is 
content to leave things in the hands of 
a doctor whom he trusts without worry- 
ing much about the meanings of Latin 
words or what the prescription contains. 

Similarly those learned in the law 
juggle playfully with Latin phrases and 
though, even without the use of such 
phrases, they are prone to construct sen- 
tences which become intelligible to the 
layman only after toil, tears and sweat, 
the average man is more inclined to try 
to ferret out the meaning of a legal docu- 
ment for himself than he is the functions 
of the pelvis of his kidney. 


Growing Interest In Accounts 


More than in medicine, and even more 
than in law, the average man is taking 
an interest in accounts and in financial 
statements and his unrest is increasing 
because the terms used are not clear to 
him and, after being explained, seem 
illogical. The excuse that a certain term 
has been used to describe a particular 
account for the past hundred years does 
not satisfy him. It is possible that the 
term actually was an accurate description 
at the time it came into use; but if it no 
longer is true today, the time has come 
for the accounting profession to agree to 
change it rather than be forced to do so 
by the average man. There are sound 
reasons for the use of technical medical 
terms. Signs of unrest appear in Eng- 
land over the ponderous style of govern- 
ment edicts. If the accounting profes- 
sion can, without wrecking the founda- 
tions of the profession, serve the public 
better by the use of simple language and 
terms which can be easily understood and 
are definite rather than implicative, it is 
wise to meet the wishes of the average 
man. 


Uniformity of Terms 


Now accountancy, like medicine is 
international, but unlike medicine the 
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terms used for accounts and statements 
are in the language of the country in 
which they are used. Therefore before 
falling in with the wishes of the aver- 
age man in North America, who is par- 
ticularly restless in the United States, 
some survey should be made of the other 
English-speaking countries to make sure 
that there will be a measure of uniform- 
ity in terms. If they are clear, definite 
and self-explanatory the average man 
should have no difficulty in understand- 
ing them. On the other hand uniformity 
is more likely to be attained through pre- 
liminary discussion rather than through 
first making a change and then expecting 
others to follow. But due to a lag in 
time between the expressed wishes of 
the public and the adoption of changes 
by the profession, it is possible that the 
logic of some changes already made by 
prominent corporations may compel their 
adoption as standard practice by the pro- 
fession. 


It is realized that there are obstacles 
in the way of changes particularly in 
countries where the law is based on 
Statutes and Court judgments. Learned 
judges pronounce definitions which be- 
come law. There may thus be legal defini- 
tions and accounting definitions and us- 
ages which differ one from the other. 
Then there is the matter of teaching and 
text books which have used certain terms 
to mean definite things for many years. 
But an analysis of the matter may show 
that while no change in terminology is re- 
quired for the functioning of accounting 
processes, some change is desirable in 
the presentation of results to those who 
are not accountants. 


Two articles in THE CANADIAN 
CHARTERED ACCOUNTANT have brought 
this matter into prominence, namely 
“Financial Statements for Corporate An- 
nual Reports” by Mr. W. Blackie, vice- 
president of the Caterpillar Tractor Co., 
in the July, 1947 issue and “The Seman- 
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tics of Annual Reports” by Mr. Don 
Knowlton in the February, 1948 issue. 
It may be of interest to compare the 
views expressed in these two articles with 
the definitions given in “Accounting Ter- 
minology for Canadian Practice” issued 
by the Dominion Association in June 
1938, and to add some remarks on other 
definitions which might be clarified. 


Balance Sheet 

It is difficult to imagine any improve- 
ment in the definition of balance sheet 
given in “Accounting Terminology”, 
namely— 

“A balance sheet is a concise state- 

ment compiled from the books of a 

concern which have been kept by 

double entry, showing, in classified 

form, on the one side all the liabilities 

with the capital (and surplus if any) 

and on the other side all the assets 











(with the deficit if any) of the con- 
cern at a particular moment of time.” 


However, though the balance sheet is 
the kingpin of working papers, the gen- 
eral public has difficulty in understanding 
it. Mr. Blackie would abolish it and 
substitute a statement of ‘financial posi- 
tion’ which does not balance. This would 
please Mr. Knowlton who considers that 
if ‘‘.... a man’s liabilities are equal to 
his assets .... he’s broke....” If 
corporations such as the Caterpillar Trac- 
tor Co. and the Standard Oil Co. are 
adopting the practice of presenting a 
statement of ‘financial position’ instead 
of a balance sheet, others will follow 
both in the United States and in Canada. 
Is it better for the profession in Canada 
to persuade clients to do likewise or for 
clients to make the demand of the pro- 
fession? The whole of Br. Blackie’s 
article should be read in order to appre- 
ciate, fully, the statements being present- 
ed by the Caterpillar Tractor Co. 


Auditor's Certificate 


It is mentioned in the treatise on ac- 
counting terminology that that part of a 
corporation’s yearly report in narrative 
form dealing with the accounts may be 
made by the auditor. In the offices of 
practising accountants there are two 
phases to the annual audit, namely the 
preparation of the statements and the 
writing of the report, if a report is fur- 
nished with the statements; and on or 
attached to the balance sheet is the certi- 
ficate which, if some things have been 
done which ought not to have been done, 
becomes a qualified certificate. Yet the 
Companies Act refers to the certificate as 
a report to be made by the auditors. In 
“Accounting Terminology” it is stated: 


“The term ‘Auditors’ Certificate’ is 
commonly used with reference to the 
statutory report to shareholders of 
companies on the annual accounts; as 
this report, however, is an expression 
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of opinion, the use of the word ‘cer- 
tificate’ is of questionable validity.” 


The use of the word “certificate” goes 
back to the time when the auditors’ re- 
port contained the words “we hereby 
certify that ....” Yet, even without 
these words, the auditors’ remarks at- 
tached to the balance sheet fall within 
the first meaning of “‘certificate” given by 
Webster, namely— 

“A written testimony to the truth of 

any fact” 

It would therefore eliminate ambiguity if 
the comparatively few words in the audi- 
tors’ statement attached to the balance 
sheet were known as the “ Auditors’ certi- 
ficate”. To the general public reading 
the annual report of a company, the in- 
formation of interest contained in what 
is called the ‘auditors’ repoxt’’ amounts 
to very little compared with the presi- 
dent’s report which, no doubt, has been 
made up largely from the information 
provided him in the auditors’ narrative 
dealing with the finances of the company. 
It is this narrative, which can only be 
produced as the result of the investiga- 
tions made during the year, which should 
be called the ‘‘auditors’ report”. 


Cost of Sales 

This is a term in common use which 
is not recognized at all in ‘Accounting 
Terminology”. In this form it may 
mean either ‘cost of goods sold’ or ‘cost 
of making sales’, i.e. ‘selling expenses’, 
though the latter meaning is never in- 
tended in connection with this term. Mr. 
Knowlton has just cause for complaining 
about this abbreviation and quite rightly 
points out that ‘cost of goods sold’ should 
be stated in full. The Caterpillar Trac- 
tor statement shows the term truncated 
into ‘costs’. 

However in the majority of the pub- 
lished reports of Canadian companies the 
term presents no problem, for the figures 
for sales and cost of goods sold seem to 
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be treated as top secrets, so that the first 
figure appearing is that of net profit from 
operations. Furthermore there are 
changes being considered in the presenta- 
tion of the results of operations which 
would result in the term ‘cost of goods 
sold’ being found only in text books, 
examination questions and working 
papers. 

Cost or Market; whichever is lower 


“A method of valuing stock-in-trade 
at the end of the financial year, where- 
in the lower of cost or market value is 
used for the individual articles listed 
in the inventory.” 

This is one of the terms which seemed 
to cause Mr. Knowlton mental. anguish. 
Mr. Blackie’s company does not show 
the basis on which inventories are valued, 
nor is any description given of the vari- 
ous classifications of inventories; the 
simple term “inventories” is considered 
sufficient. He mentioned that the com- 
pany’s officials were taken to task for not 
separating raw materials, work-in-pro- 
gress and finished goods and went on to 
show difficulty, as far as his company is 
concerned, of differentiating between the 
three classifications. 


In Canada it is common practice in 
published reports to specify all classi- 
fications included in inventories, to men- 
tion the basis on which they have been 
valued, to state that they are as certified 
by officials of the company and thus leave 
a loophole for the auditors, and then to 
show one figure for the total on the 
balance sheet. To the average man this 
must seem a very heavy label to put on 
the figure which the Caterpillar Tractor 
Co. merely calls “inventories”. To him 
the point of interest is that a certain sum 
of money is tied up in inventories; this 
fact appears on a statement issued by the 
company and approved by the auditors; 
if there is any change in the basis of 


valuing the inventories it should be 
drawn to his attention. 


The delightful simplicity of the term 
used by the Caterpillar Tractor Co, 
causes one to think. However, coupled 
with the simplicity is the fact that com- 
parative figures are shown over a period 
of fifteen years. 


Depreciation 
“The diminution in service or physi- 
cal value of an asset caused by wear 
and tear, wind and weather, age, ob- 
solescence, etc.”—"‘Accounting Term- 
inology. 
“Depreciation is . . . a misnomer. 
In the colloquial sense it relates to a 
lessening of value without regard to 
the cause of the loss. Our method of 
computing depreciation — being that 
most generally used throughout the 
industry — made no attempt to meas- 
ure changes in value or degrees of 
physical exhaustion within an account- 
ing period. We merely distributed in 
a systematic manner the cost of the 
applicable facilities over the number 
of accounting periods for which the 
facilities might reasonably be expected 
to have an effective service life. The 
process was clearly one of allocation 
and not of valuation. So... we 
continue that thought description by 
terming the annual charge: ‘portion 
of cost (of facilities) allocated to 
operations’ for the year... . and 
the reserve; ‘portion of cost allocated 
to operations to date’.”—Mr. Blackie. 
This enunciation brings depreciation 
out from the mist into clear view. It 
cuts it adrift from the idea of scientific 
calculations of the period of the useful 
life of assets (which cannot take in the 
feature of obsolescence etc.) and gradual 
reductions in their efficiency, to the sim- 
ple concept of allocating to operations 
the original cost of capital assets over a 
reasonable expectation of the period of 
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their useful life. And in Canada the 
formula is simplified still further for it 
becomes, in the majority of cases, “‘the 
orderly allocation to operations of the 
original cost of a capital asset over the 
period allowed by the income tax authori- 
ties”. No scientific reason for this is 
necessary, nor is any given in Bill 454 
which merely states “such part of the 
capital cost to the taxpayer of property, 
.... as is allowed by regulation”. 


Suppose it were asked by the average 
man, or in an examination paper, ‘““What 
is the reason for allocating the cost of 
capital assets to operations?” Up to the 
present, particularly in the latter instance, 
the answer has been that it is to measure 
the diminution in the service value of 
the asset due to wear and tear, obsoles- 
cence, inadequacy and the efflux of time. 
A simpler reason, and one which should 
be stressed more than it is, is that it is to 
enable the concern to replace the asset at 
the end of its useful life and so to con- 
tinue in business. And here follows part 
of Mr. Knowlton’s chat with a controller 
about depreciation;— 


“Oh!” I said, “that means you set 
aside that much money, out of your 
year’s income, for that purpose?” 
“No”, he said, “we don’t actually set 
aside the money.” 


“But”, I said “. . . . if you don’t set 
it aside, what do you do with it?” 
“Well”, he said, “that depends. It 
isn’t actually money and it really isn’t 
set aside. Of course some people pay 
it out in dividends and they go broke. 
Other people hoard it up and never 
use it to buy new equipment, and they 
go broke, toc.” 
And, from about 100 miles under 
water, Mr. Knowlton asks— 
“Well,” I said, “if you don’t actually 
set aside the money, why do you de- 
duct the amount?” 
There is no mention as to whether or not 


the controller had, by this time, been 
dragged down with Mr. Knowlton but, 
from wherever he may have been, his 
reply was— 

“My God, that is tax free income!” 


Profit and Loss Account 

“The account in which are collected 
on the credit side all the sources of 
profit, and on the debit side all the 
charges incurred during a given period. 
If the credit side of the profit and loss 
account is greater than the debit side 
there is a profit, but if less there is a 
loss.” (Probably Lisle’s ‘Accounting 
theory and practice’ Edinburgh, 1906). 


Profit and Loss Statement 

“A statement .... to give the clear- 
est view possible of the operations of the 
business . . . .”—‘‘Accounting Termin- 
ology”. 

Gain 

“Profit, . ... the antonym of ‘loss’.” 

Mr. Knowlton: 

“I couldn’t figure out what in Sam 
Hill it (the financial statement) meant. 
It started off with a statement of Profit 
and Loss .... To my naive mind, a 
company either made a profit or it 
made a loss. How could it make a 
profit and loss at the same time? .... 
I said to myself, these industrial execu- 
tives are always hedging. They call 
it Profit and Loss so they can go either 
way.” 

What intelligent reply can be made to 
Mr. Knowlton? Probably the term arose 
in some such manner as this. As op- 
posed to asset and liability accounts, there 
is a group of accounts in which to record 
profits and losses. To determine the re- 
sult at the end of a period, these ac- 
counts were summarized in one account 
called ‘Profit and Loss Accounts”. Some 
bright accountant in the past questioned 
the use of the plural for one account, 
since when it has become singular. If 
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the term is to be continued in use, it 
should be in the plural and any statement 
made from it should be termed “‘State- 
ment of Profit and Loss Accounts’. How- 
ever the Caterpillar Tractor Co. call their 
statement of profit and loss accounts 
“Results of Operations”. The ‘Account- 
ing Terminology’ definition of this state- 
ment agrees with this term. On the 
other hand ‘Accounting Terminology’ 
also has the following:— 

“Operating: Having to do with the prin- 
cipal activities of the business, as operat- 
ing income, operating expense, operating 
profits, etc., differentiated from extrane- 
ous matter such as interest on temporary 
investments (except in an investment 
company), extraordinary expenditures, 
etc.” 

There is a discrepancy here in the de- 
rivatives of “‘operate”. If the whole state- 
ment is termed “Results of operations” 
which gives “the clearest view possible 
of the operations of the business’ and 
one-third of the way up some figure is 
shown which is labelled “operating pro- 
fits”, there will be further outbursts from 
Mr. Knowlton representing the average 
man. The term “Results of Operations” 
is clear and concise, is preferable to 
“Statement of Profit and Loss Accounts’, 
and the statement under the first men- 
tioned should be all-embracing. Though 
the grouping of the accounts to show the 
various steps towards the final figure of 
profit or loss is useful for accounting 
and management purposes, Mr. Blackie 
had the following remarks to make with 
regard to the published statements:— 

“,... We decided that our former 
practice of deducting the separate ele- 
ments of cost and expense to arrive 
at various subtotals was not only 
arithmetically confusing but tended to 
convey an erroneous impression as to 
their incidence and importance.” 


Sinking Fund 
“Investments, cash, etc., specially 


ear-marked for the extinguishment of 

a debt . . . or other purposes where 

it is necessary to provide funds over a 

period of years. It is often used in 

connection with bond issues, the trust 
deed providing that a constant or min- 
imum annual amount be placed in the 
hands of a trustee and invested by 
him, such annual amount being so cal- 
culated that its accumulations with in- 
terest will’ be sufficient to pay off the 
bonds at maturity.” — “Accounting 

Terminology”. 

This is a description of the essentials 
of a Sinking Fund but it does not make 
quite clear the following points:— 

(1) The liability to be met must be 

on a definite date in the future. 

(2) the fund must earn the same con- 

stant rate of interest. 
The contributions to be made to the fund 
are calculated on an annuity basis and, 
if the two points mentioned above are 
not met, it is not possible to calculate in 
advance the amounts of the annual con- 
tributions to be made. The bonds which 
are commonly used as investments are the 
bonds, a part or all of which are to be 
retired, for when their conversion to cash 
becomes necessary, they are redeemable at 
a predetermined price and are not subject 
to the uncertainties of market prices. But 
for the fund to be a true Sinking Fund, 
these bonds must be kept alive in the 
fund and not extinguished as purchased 
for the fund. Even among accountants 
there seems to exist some lack of distinct 
differentiation between Sinking Funds 
and Redemption Funds. In ‘Accounting 
Terminology’ a Redemption Fund is de- 
fined as “A name sometimes given to a 
sinking fund established for the retire- 
ment of a debt or the redemption of 
capital”, and this indicates concurrence 
with the common practice of using the 
term “Sinking Fund” to describe a fund 
created, in accordance with the provisions 
of a trust deed, to redeem certain num- 
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bers of bonds annually until the issue 
matures. The important difference be- 
tween a Sinking Fund and a Redemption 
Fund lies in the last two words of the 
definition of the former, namely that a 
sinking fund ‘is created to pay off the 
bonds (or meet some other liability) “‘at 
maturity”. In order to avoid confusion, 
this is a matter on which accountants 
should agree first and then persuade the 
Law to agree also, for it is in trust deeds 
that whatever terms are agreed upon 
will be used in the first instance. 


Mr. Knowlton’s reaction to the term 
“Sinking Fund Requirements” was that 
it, among others on the balance sheet, 
“might well have been written in Greek”’. 
Mr. Blackie had no sinking fund to deal 
with, but probably would have used some 
such description as ‘‘set aside for the 
repayment of money borrowed through 
the issuing of bonds”. In fact in the 


presentation of all his financial statements 


Mr. Blackie uses descriptions rather than 
terms. Many of the objections of Mr. 
Knowlton, representing the average man, 
can be met if Mr. Blackie’s policy is 
followed. A power company’s balance 
sheet published recently shows the cost of 
dams less ‘Amortization to date” and 
“Unamortized Bond Premium, Discount 
and Expense, less Net Preferred Stock 
Premium and Expense”. Such terms as 
these lead the average man to believe 
Mr. Knowlton’s friend who told him 
that the financial report in its present 
form was “invented by corporation law- 
yers . . . for the purpose of concealing 
from the stockholders the true state of 
affairs within the company.” 
Surplus 

Professor Smails defines surplus as 
. . . . the total excess of assets over 
liabilities and capital”. There follow 
definitions of classifications of surplus 
namely ‘“‘distributable”, “Capital” and 
“Earned”. 


Mr. Knowlton: 


“There was that confounded word 
‘Surplus’ again . . . . I found that it 
was made up of Capital Surplus and 
Earned Surplus . . . . I looked up the 
word ‘Surplus’ in the dictionary and 
this is what I found: 

‘Surplus: that which remains when 

use or need is satisfied; excess; over- 

plus.’ 

It was excess or overplus. In 
that case it must be in cash. Oh boy! 
With that much money in the bank 
over and above what the company 
needed, why the Sam Hill shouldn’t 
it grant the wage increase demanded 
by the union, and grant it tomorrow 
morning? ....” 

But, to my mind, the number one 
objective in changing financial report 
terminology should be to get rid of 
the word ‘surplus’. The Standard Oil 
Company of Ohio has done this in its 
1946 Annual Report . . . . Capital Sur- 
plus was described as ‘Capital in Ex- 
cess of Par Value of Capital Stock 
issued.” The term ‘Earned Surplus’ 
was changed to ‘Net Income Employed 
in the Business’; analyses being shown, 
of course, of both these items.” 

Mr. Blackie: 

“For our purpose, the term ‘surplus’ 
— even if ‘earned’ — was, of course, 
thoroughly objectionable 
changed to (profit) ‘employed’ (in the 
business) .” 

Caterpillar Tractor show a tale of the 
total profit each year, the profit per 
share of common stock, the dividend total 
and per share, the amount of the profit 
employed in the business each year and 
the accumulated total to date. This 
however does not quite meet Mr. Knowl- 
ton’s objections, for it does not show 
how much of the accumulated total to 
date is in the form of money and how 
much in other forms. 
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Turn-about 

It may solace Mr. Knowlton to learn 
that the average man can, and does, cause 
accountants anguish just as bitter as that 
suffered by him at our hands. Many 
years ago I was assisting a professorial 
type of accountant who had de- 
cided views as to what was correct; all 
else, in his opinion, was wrong. The 
average man in charge of the accounts 
being audited, on being asked to be so 
good as to explain the entry appearing 
above a large and vicious index finger, 
said “Well, you see, that is one of those 


single entries which must be made to 
balance the books.” 


If we as a profession, move of our 
own volition we may choose our path. If 
we are shoved by the weight of public 
opinion, our way is forced upon us. In 
the matter of terminology the problem 
cannot be solved satisfactorily unless the 
legal profession is with us. Any move 
towards the simplification of financial 
statements and terms would achieve the 
best results if it were cleared through 
some such body as the Tax Foundation. 


Responsibilities of 


Internal Auditors 


FOREWORD 


This Statement of the Responsibilities of the Internal Auditor 
was prepared by the Research Committee and approved by the 
Board of Directors of The Institute of Internal Auditors, Inc., 
at its meeting of July 15, 1947. In taking this action the Board 
was desirous of lending its full support and that of The Institute 
to the Statement. It was not intended, however, that the treat- 
ment of the various matters in the Statement was considered 
in any sense to be final or fixed. Rather it was recognized that 
the principles and concepts relating to internal auditing are 
evolving constantly. The approval therefore represented essen- 
tially an endorsement of what the Board believes to be a fair 
and considered statement of the responsibilities of the internal 
auditor at its present stage| of development. The Statement is 
therefore subject to such further modification in the future as 
may appear to be warranted in the light of new conditions and 
needs and through further development in the professional 
stature of the internal auditor. 


Nature of Internal Auditing management. It is a type of control 


Internal auditing is the independent 
appraisal activity within an organization 
for the review of the accounting, finan- 
cial, and-other operations as a basis for 
protective and constructive service to 


which functions by measuring and evalu- 
ating the effectiveness of other types of 
control. It deals primarily with account- 
ing and financial matters but it may also 
properly deal with matters of an oper- 
ating nature. 
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Responsibilities of Internal Auditors 


Objectives and Related Activities 

The over-all objective of internal aud- 
iting is to assist management in achieving 
the most efficient administration of the 
operations of the organization. This 
total objective has two major phases, as 
follows: 

(1) The protection of the interests of 
the organization, including the pointing 
out of existing deficiencies to provide 


- a basis for appropriate corrective action. 


The attainment of this objective in- 
volves such activities of the internal audi- 
tor as: 

(a) Ascertaining the degree of reli- 
ability of accounting and statis- 
tical data developed within the 
organization. 

(b) Ascertaining the extent to which 
company assets are properly ac- 
counted for and safeguarded from 
losses of all kinds. 

(c) Ascertaining the extent of com- 


pliance with established policies, 
plans, and procedures. 

(2) The furtherance of the interests 
of the organization, including the recom- 
mendation of changes for the improve- 
ment of the various phases of the oper- 
ations. 


The attainment of this objective in- 
volves such activities of the internal audi- 
tor as: 

(a) Reviewing and appraising the 
policies and plans of the organ- 
ization in the light of the related 
data and other evidence. 
Reviewing and appraising the in- 
ternal records and procedures of 
the organization in terms of their 
adequacy and effectiveness. 
Reviewing and appraising per- 
formance under the policies, 
plans, and procedures. 


Scope and Authority 
and Responsibility 

Internal auditing is a staff or advisory 
function rather than a line or operating 
function. Therefore the internal auditor 
does not exercise direct authority over 
other persons in the organization. 

The internal auditor should be free to 
review and appraise policies, plans, and 
procedures but his review and appraisal 
does not in any way relieve other persons 
in the organization of the primary re- 
sponsibilities assigned to them. 

Independence 

Independence is basic to the effective- 
ness of the internal auditing program. 
This independence has two major as- 
pects, as follows: 

(1) The head of the internal auditing 
department should be made responsible 
to an officer of sufficient rank in the or- 
ganization .as will assure adequate con- 
sideration and action on the findings or 
recommendations. The organizational 
status of the internal auditor and the sup- 
port accorded to him by management are 
major determinants of the range and 
value of the services which management 
will obtain from the internal auditing 
function. 

(2) Internal auditing should not in- 
clude responsibilities for procedures 
which are essentially a part of the regu- 
lar operations of a complete and ade- 
quate accounting system or of a properly 
organized operating department. In some 
instances management may assign current 
operating responsibilities to the internal 
auditing department, but in such cases the 
execution of the current operating re- 
sponsibilities should be performed by 
separate personnel and be subjected to 
the same review and appraisal as is ac- 
corded other operations. 





Profit Measurement 


and 


The Trade Cycle 


By E. F. Jeal, B.Sc. (Econ.), A.C.A. 


It has been well said that there can be 
no profit without conservation of the 
capital laid out to earn it. The old ven- 
turers of early Renaissance days, when 
they sent out a ship and cargo, ap- 
plied this rule by regarding the posi- 
tion as open until the whole cargo had 
been sold and converted anew into cash. 
The almost invariable and inevitable cur- 
rent practice of assessing profit annual- 
ly, even supposing a natural year-end 
date exists and is chosen, gives less con- 
clusive results in this respect. Deprecia- 
tion rates can be at most intelligent 
guesses, but are usually understatements 
where the amounts written off correspond 
with what the Revenue allows, i.e. profits 
will have been overstated even supposing 
no unpredictable losses on realisation of 
assets occur, and, if profits are distributed 
to the full in boom years, there can, in 
effect, occur a return of capital in divi- 
dends to shareholders without this being 
recognised. 


Exchange Fluctuations 

But the matter does not stop here. It 
is much more elusive owing to changes in 
the value of currency, either in the world 
as a whole or in parts of it, from one 
period to another or from one country to 
another, reflected by alterations in the 
rates of exchange. 


If a man puts a given sum of money 
into a business, and in five years prices 
have doubled, his capital will not have 
been conserved unless upon selling out 
he can show a capital surplus at least 
equal to capital; at worst unless his 
capital and earned surplus together equal 
capital, but then he will, to the extent 
of earned surplus brought in, be using 
as a fund to conserve capital what he had 
previously been regarding while trading 
as profits, i.e., his profits from year to 
year have, in total, it turns out, been 
overstated. The reverse position would 
apply, of course, in periods of falling 
prices. Thus, unless and until account- 
ing can find some way of introducing 
correctives for price changes into what at 
present is, for longer term items, a figure 
nominalism in books, the expression pro- 
fit has little meaning. At best, profits 
need to be considered over the span of 
the trade cycle, supposing this to be un- 
interrupted by cataclysms like wars and 
revolutions. 


The problem illustrates itself well 
where trading occurs between two coun- 
tries and a devaluation supervenes (as 
occurred in France in 1936). Let us 
think of books kept in francs and of the 
import of goods from England invoiced 
in sterling which will be resold in francs. 
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At the date of devaluation, stocks will 
exist, bought in sterling and taken on 
charge at the old rate, and such stocks 
may well not remain offset fully by a bal- 
ance on the current liability account pay- 
able to British suppliers on a sterling 
basis. There will, therefore, be a finan- 
cial benefit to the importing business by 
virtue of the devaluation; if not adjusted, 
this will obscure the true mercantile re- 
sult by causing the profits, as expressed 
in francs, to be overstated. In order to 
dear this, it will usually be simplest to 
recalculate the Trading Account in ster- 
ling, taking natural sterling from in- 
voices for stocks and purchases, and con- 
verted sterling for import charges and 
sales. This will throw up the true busi- 
ness results of trading, but it must not 
be forgotten that sales will probably have 
been prejudiced in volume by the rise in 
franc prices imposed by the devaluation, 
owing to what economists call the opera- 
tion of elasticity of demand. 


Care Needed To Assess True 
Business Results 


Accountants need to exercise the great- 
est care in cases where true business re- 
sults are likely to differ from the nom- 
inal or conventional results arising from 
the use of their traditional methods in 
circumstances of sharply fluctuating prices 
and exchanges. They need to do so, not 
only when making investigations for 
specific and known objects, but also on 
routine audits, by qualifying observations 
expressed in general terms at least. 
Otherwise, parties in negotiating may 
base themselves on figures which are mis- 
leading, and thus deceive one another 
and even themselves. 

Interesting in this respect is a provoc- 
ative article from an economist’s ap- 
proach in The Economic Journal* for 


* The Quarterly Journal of the Royal 
Economic Society (McMillan & Co., 
London, England). 
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December, 1947, by Mr. K. Lacey, en- 
titled “Profit Measurement and the Trade 
Cycle”. 


An Economist's Viewpoint 


Mr. Lacey goes so far as to argue that 
what he regards as the unenlightened 
methods of accountants aggravate the ef- 
fects of cyclical fluctuations in trade, 
which economists endeavour to have 
minimised. He points out, quite prop- 
erly, that the practice of valuing inven- 
tories at cost or replacement cost, which- 
ever is lower, has the effect of exaggerat- 
ing profits in periods of rising prices 
(the proportion depending, of course, on 
the velocity of turnover of stocks). In 
like manner, an adherence to cost value 
of stocks when prices are falling accent- 
uates the adverse effect of such falling 
prices on trading results. 


Thus Mr. Lacey advocates the employ- 
ment always of market replacement for 
all inventories, and the transfer of in- 
ventory profits and losses to inventory 
reserve accounts, so that profits, as such, 
shall be kept independent of price fluc- 
tuations. He goes on to argue that a 
failure to do this in accounting is a source 
of confusion to business men who believe 
that business in boom years has been 
still better than it has, inducing them to 
expansion, and in slump years, worse, 
prompting efforts to bring about contrac- 
tion in the scale of operating. It also 
has the effect of increasing dividend 
declarations in good years when cash is 
needed in the business, and decreasing 
such in bad years when cash is less 
needed; all these factors have the effect 
of excessively boosting share quotations 
in the upswing of the trade cycle and de- 
pressing them beyond measure in the 
downswing. 


A Reply 


Mr. Lacey’s views call for a close ex- 
amination, and it can here be said, by 
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way of introduction thereto, that:— 


(a) There is little doubt that the ap- 
plication of the scientific economic bases 
which Mr. Lacey advocates, especially the 
replacement basis of valuation of all in- 
ventories, would be an agency in re- 
ducing the cyclical character of trade, 
simply because there would be a better 
intelligence. To argue, however, that, in 
the absence of Mr. Lacey's principles, 
business men are misled, is to overesti- 
mate the degree to which mercantile and 
investment action is implicitly guided by 
accounting summary statements periodi- 
cally issued. Moreover, accounting re- 
ports are issued to managements contain- 
ing comments on the matters (among 
others) to which Mr. Lacey refers, and 
these constitute, perhaps, the most con- 
venient method. By means of such re- 
ports, businesses which value elucidation 
of their figures can receive it without 
obliging all businesses to keep their 
books by methods which would material- 
ly increase the volume and complexity of 
accounting labour — a consideration 
whose importance theorists discount. 


(b) Another criticism might be that 
to buy favourably is a normal and not a 
special occurrence; it is just good busi- 
ness. How is one to differentiate be- 
tween rises (or falls) in prices of the 
goods dealt in by a business which are 
ascribable to so-called “‘extensive’’ factors, 
ie., inflation (or deflation), and those 
concerning changes in intensive demand 
for the goods themselves? In life, as 
distinct from academics, one is always 
dealing with particularities not with gen- 
eralities. Clearly no such differentiation 
can be made so that all variations would 
have to be regarded as general, and all 
resulting profits and losses eliminated 
from trading by transfer to the reserve 
accounts which Mr. Lacey advocates. But 
to eliminate from the trading account 
the results of shrewd buying would be to 


Mr. Jeal is a member of the 
Institute of Chartered Account- 
ants of England and Wales 
(1924). A graduate of London 
University in Economics and in 
Commerce he was until recently 
with the Loan Department of 
the International Bank for Re- 
construction and Development 
in Washington. Until the out- 
break of war he was with Price, 
Waterhouse & Co., and later 
with Deloitte Plender Griffiths 
& Sells in Europe and South 
America. His war service took 
him to France, Persia, Ethiopia, 
Egypt, Greece, and, after the 
victory, to Germany where he 
was employed on External 
Assets with the Control Com- 
mission. He was demobilized 
in December, 1946. He has 
contributed to The Accountant 
on such subjects as Professional 
Origins, The Auditor and the 
Learned Judges, Comparative 
European Practice, and has 
written on British Institutions. 
Mr. Jeal is presently associated 
with George A. Touche & Co., 
Victoria, B.C. 


abandon what is the reflection of the re- 
sults of mercantile skill, namely, the 
profit derived, not simply from com- 
petent management, but from judgment 
of markets, which is business genius it- 
self. Or, put in general terms, does not 
the whole idea of Planning and Control, 
designed to stabilise economics risk the 
denying to individuals of inducement to 
spontaneity, by restricting or denying 
credit to personal mercantile capacity? 
(c) Accountants have never based 
their technique on logic and reason alone; 
theirs is a legal, as well as a statistical, 
process, which must primarily attain to 
practical, rather than ideal ends. They 
have argued that conventional procedure 
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suffices, if applied consistently, and they 
have tended towards conservatism in the 
application of law by empiric method- 
ology, coloured by notions of convenience 
and expediency. Mr. Lacey’s case would 
have gained tactically had he accompan- 
ied its statement by some such apologia 
as the above: to achieve progress with 
Mr. Lacey's views, accountants’ support is 
needed, not their opposition. 


Inter-war Concentration on Income 


In the inter-war period, there was in- 
creasingly a tendency in accounting prac- 
tice to apply more statistical methods 
which took the form of concentrating at- 
tention on Income—both in the technique 
of verification and in that of statement. 
This was designed as an agency for the 
approximation of share quotations to true 
equity values, determined quarterly (or 
even monthly), the so-called Earnings 
per Share. It was based on the argu- 
ment that true values of capital assets, 
once installed, depend on what they will 
earn over a period of years. These ideas 
were found to have been pushed too far, 
and to be, in effect, incapable of satisfac- 
tory fulfilment: for the shorter the period 
of accounting, the greater the scope for 
inaccuracy in determining profits and 
the more difficulty in doing so. In any 
event, such determination was always, in- 
evitably, ex post facto and concerned 
only with the past, which is of limited 
significance in governing short term 
security quotations. But even at that 
time when such essentially dynamic ideas 
were most popular, it was not admitted to 
be justifiable to inflate costs by providing 
depreciation based on replacement cost 
values. No objection, of course, would 
have been raised to the allocation of 
profits to form supplementary replace- 
ment funds for this purpose, such being 
a question of policy, not of technique. 


Reaction to Historical Cost 
Of latter years, there has been some 


reaction from this dynamic executive at- 
titude as to the usefulness of accounting, 
back to the old notion of it as an histor- 
ical recording and reviewing craft. It 
has also been realised that the greatest 
value rendered by an accountant to his 
client results from his adopting a con- 
servative standpoint, restraining rather 
than stimulating commercial intrepidity. 
It was in this spirit, in an earlier epoch, 
that the conservatively minded conten- 
tion of cost or market replacement cost, 
whichever was lower, as a basis for in- 
ventory valuation, was formulated: as a 
private enterprise trader, write your stock 
down at the year-end if prices are fall- 
ing, but not up if they are rising. Sta- 
tistics and Accounting both use figures as 
their medium, but here the similarity 
ends: accountants have dealt with the 
particular, with individual clients, and 
with the past as recorders and reviewers; 
statisticians tend to be occupied with the 
general, with community questions, and 
to seek to gauge the future. 


Should the ideas which Mr. Lacey ad- 
vances be introduced into accountancy 
practice, it will probably be along em- 
piric, piecemeal lines, not universally at 
the outset. This would be in accordance 
with what has been happening of recent 
years where vast undertakings frequently 
have applied principles not universally 
accepted or necessarily accepted by ac- 
countancy practice, yet passed without 
qualification in audit certificates, simply 
because the corporations concerned make 
out cases for their practice and act con- 
sistently. An example is the practice of 
some Utilities to charge interest during 
construction to installation amounts, 
crediting it to current ordinary earnings. 
Where a Utility operates over a wide area 
and is always engaged on a constructing 
programme somewhere, it is contended 
that the practice gives steadier results 
than any other and is thus justifiable cir- 
cumstantially, if not doctrinally. Like- 
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wise, individual corporations could devi- 
ate from accepted conventional practice 
with inventories if they so desired and, 
if consistent, their procedure would 
doubtless be accepted. In this way, 
gradually changes come about which, at 
first, would have seemed startling. 


Collectivist Economy Will Affect 
Accounting Theory 

The more one compares the standpoint 
taken up by Mr. Lacey—whom all stu- 
dents should read, for he is most provo- 
cative of thought—with traditional pro- 
cedure, the more one sees how his stand- 
point is an aspect of the new Collectivist 
economy, whereas accounting procedure 
has grown up under the Particularist 
economy—of the Guilds, the Renaissance 
and the Industrial Revolution. Tradi- 
tional accounting philosophy evolved in 


News From 


BRITISH COLUMBIA 


Mr. Harold D. Campbell, Chartered 
Accountant, has become associated with 
Clarkson, Gordon & Co., Chartered Ac- 
countants. His practice with hereafter 
be carried on by Clarkson, Gordon & 
Co., 808-812 Standard Building, 510 W. 
Hastings Street, Vancouver, British Col- 
umbia. 

* x * 

J. R. Bazell & Co., Chartered Account- 
ants, have moved to new offices at 325 
Seymour Street, Vancouver, B.C. 


MANITOBA 


The 32 successful candidates in the 
last Final examinations were awarded 
their membership certificates at a dinner 
held at the Fort Garry Hotel on May 
14th. Prizes were presented to Donald 
A. Tomlin, Max Govier, Kenneth E. 
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the service to the individual owner ex- 
clusively, and in the relatively short term 
sense; accounting, like other agencies, 
will not remain unaffected by concep- 
tions of Planning and Controls. But, as 
Professor D. H. Robertson* pointed out 
in the same number of The Economic 
Journal, we do not yet know where we 
are going under Control and this is the 
major contemporary problem, because it 
is urgent to delimit the fields of private 
and collectivist enterprise. It can be 
added that accountants may be less hide- 
bound than is sometimes believed, but 
they must for obvious practical reasons 
have a line to work by; and time has 
shown that they are a faithful, valuable 
means to rectitude. 


* Professor of Political Economy, Cam- 
bridge University. 


the Institutes 


Gray, Sydney J. Down. The meeting 
was addressed by Chief Justice Williams. 


NOVA SCOTIA 


Nova Scotia Institute and Dalhousie 
Launch Joint Education Plan for 
C.A. Degree 

The Institute of Chartered Account- 
ants of Nova Scotia has formulated a 
plan in conjunction with Dalhousie Uni- 
versity for the institution of a special 
course at the University leading to the 
C.A. degree. Students attaining a certain 
degree of excellence in specified courses 
in Commerce offered by the University 
would, under the arrangement with the 
Institute, be permitted to proceed to the 
C.A. degree with only two years appren- 
ticeship before writing the Institute's final 
examinations. A joint board of examin- 
ers is to be set up. The plan is being 
carried out on a five year trial basis. © 
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sle 1. Three-year tax exemption of 
co-operatives 
wa As originally enacted in 1946 one of 
m- the conditions necessary to entitle a co- 
operative corporation to this exemption 
was that a// of its members be individuals 
(sec. 4(1)(p)(iii)). Effective 1948, 
only 90% of its members must be in- 
dividuals and 90% of its shares, if any, 
must be held by individuals. 
: 2. Exemption of dividends paid by 
tax-exempt mining companies 
This amendment (sec. 4(s)) exempts 
: dividends paid to Canadian corporations 





by a mining company which is exempt 
from tax on its income pursuant to the 
provisions of section 4(x) as enacted in 
1946. This exemption applies to the 
1947 and 1948 taxation years. 


3. Additional personal exemption of 
$500 to persons over 65 

A new subpara. (cc) has been added 

to section 5(1) granting an additional 

personal exemption of $500 to persons 

who attain the age of 65 during the 

taxation year. This amendment is ap- 
plicable to the 1948 taxation year. 


4. Exemption of taxes on income 
from mining or logging operations 
extended 


Under sec. 5(1)(w) the Governor- 
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in-Council might by regulation exempt 
“amounts paid in respect of taxes im- 
posed on the income, or any part thereof, 
by the Government of a Province by way 
of tax on income derived from mining 
operations or income derived from log- 
ging operations”. As amended, the 
regulatory power of the Governor-in- 
Council is extended to allow the ex- 
emption “of taxes on income for the 
year from mining or logging operat- 
ions”. The effect of the change is to per- 
mit the deduction of municipal as well 
as provincial taxes. The amendment ap- 
plies to the 1947 as well as the 1948 
taxation year. 


5. Additional exemption for depend- 
ent child removed 


A new subsection (4A) has been ad- 
ded to section 5, which prevents a tax- 
payer who has claimed married status 
under section 5(1)(c)(ii)) by reason 
of having a son or daughter wholly de- 
pendent upon him for support from 
claiming an additional exemption of 
$100 or $300 in respect of the same child 
under section 5(1)(d) and (e) unless 
he supperts such child in a self-contained 
domestic establishment wherein he em- 
ploys a full-time servant. This amend- 
ment is retroactive to 1947 and re-es- 
tablishes the position which existed in 
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the years 1942 to 1946 and which was 
temporarily abandoned in the 1947 
amendment of section 5(1)(d) and (e). 


6. Non-life Insurance companies— 
Restrictions on deductions of 
dividends and premium 
refunds relaxed 


One of the restrictions upon the deduc- 
tion from the income of other-than-life 
insurance companies of dividends and 
premium and premium note refunds to a 
policy holder (sec. 5(7)) was that they 
be credited to the policyholder’s account 
on terms entitling him to payment within 
30 days after demand and that notice to 
such effect be furnished the policyholder. 
The amending provision, which is retro- 
active to 1947, substitutes the simple re- 
quirement that the crediting to the policy- 
holder's account be on terms entitling 
him to payment on or before the termina- 
tion of the policy. 


7. Income from office or employment 

—Prohibition of expenses laid out to 

earn income—Exception of travelling 

expenses of employees in transporta- 
tion industry 


This new subsection (section 6(6)) 
provides in its principal clause: 

“In computing the income from an 
office or employment, no amount is de- 
ductible for a disbursement or expense 
laid out for the purpose of earning the 
income” (then follows a proviso ex- 
cepting disbursements for meals and 
lodging by an employee in the trans- 
portation of passengers or goods 
whose duties require him regularly to 
travel away from the municipality 
where his employer's establishment is 
located (and from its metropolitan 
area, if any) on vehicles used in the 
employer's business. ) 


The exception contained in the proviso 
gives statutory sanction, though in lan- 
guage of remarkable stringency, to the 


present practice of the Revenue Depart- 
ment. The real significance of the 
amendment is in its over-ruling of the 
decision of the Exchequer Court in 
Bond and Rutherford v. Minister of Na 
tional Revenue [1946] C.T.C. 281, 293, 
wherein the Court held that there was no 
support in the statute for the strict rule 
of the Revenue Department that salaries 
and wages are net income and not subject 
to deduction of any expenses laid out for 
the purpose of earning them. The 
amendment thus legitimizes the im- 
pugned departmental practice and would 
appear to go even farther, inasmuch as 
the word “employment”, as was decided 
in the recent decision of Mr. Justice 
O'Connor in Might v. Minister of Na 
tional Revenue does not necessarily re- 
fer to the relationship of master and 
servant, and thus may apply to persons 
employed in the capacity of agents who 
are remunerated otherwise than by 
salary or wages, as e.g. by commis- 
sions. That this is the meaning’ of 
“employment” in the above amendment 
is suggested by the succeeding amend- 
ment, which would seem to be unneces- 
sarily otherwise. 

This amendment is applicable to the 
1948 taxation year. 


8. Commission Salesmen—Deduction 
of expenses incurred for the purpose 
of earning income 


This new subsection (7) of section 6 
provides that a person employed in con- 
nection with the selling of property or 
negotiating of contracts for his employer 
who is required to pay his own expenses 
and is ordinarily required to carry on the 
duties of his employment away from his 
employer's place of business and is re- 
munerated in whole or in part by com- 
missions or other similar amounts fixed 
by reference to the volume of the sales 
made or the contracts negotiated, may 
deduct amounts expended by him in the 
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year for the purpose of earning the in- 
come from the employment not exceed- 
ing the commissions or other similar 
amounts fixed as aforesaid. 

This amendment does little more than 
give statutory authority for the deduction 
of expenses which hitherto were allowed 
commission agents. It would seem, there- 
fore, that the amendment was necessi- 
tated by the enactment this year of the 
new subsection (6) to section 6 (ubi 
supra), which specifically prohibits the 
deduction of expenses laid out for the 
purpose of earning income from an office 
or employment. 

This amendment is applicable to the 
1948 taxation year. 


9. Limitation on deduction for taxes 
paid foreign countries in respect of 
income derived from sources therein 

A technical amendment to section 8 
(2) without substance, was necessitated 
by the repeal a year ago of Paragraph A 
of the 1st Schedule 1942-46 and its re- 
placement by the provisions of section 
5(1)(c) to (e) inclusive. The amend- 
ment is retroactive to 1947. 


10. 4% tax on investment income 
not payable if taxpayer otherwise 
exempt 
A new subsection (3A) has been add- 
ed to section 9 to exempt individuals 
from surtax on investment income ex- 
ceeding $1,800 (1st Sch., Para. AA) if 
the taxpayer is non-assessable under 
Para. A, presumably by reason of his per- 
sonal exemption being in excess of $1,- 
800. Thus a taxpayer entitled to, say, a 
personal exemption of $2,000 who has 
an income of this amount proceeding 
from investments pays no tax whereas 
under the former law he would pay a 
surtax of $8.00, being 4% of the amount 
in excess of $1,800. If, however, he has 
investment income of $2,050, then he is 
liable to tax under Para. A. on the $50 
and under Para. AA to surtax on the 


$250. This amendment is applicable to 
the 1948 taxation year. 


11. Averaging of Income of Farmers 
and Fishermen Over Three Years 
Repealed 

The provisions for the averaging of 
the income of farmers and fishermen 
over a three year period (section 9(5) 
and (6)) have been repealed, and a 
more far-reaching provision for averag- 
ing over the five-year loss carry-over 
period is to be introduced in the new 
Income Tax Act. This means the abro- 
gation of the so-called “moving average” 
and its replacement by a block system of 
averaging income. Provision is likewise 
to be made to empower farmers and 
fishermen to elect to average at the end 
of four years in the first instance. The 
first period for which averaging may be 
adopted will be the years 1946 to 1949 
both inclusive. In the meantime, of 
course, the farmer will be able to take 
full advantage of the loss carry-over pro- 
vision. 


12. 15% withholding tax imposed on 
patronage dividends paid to 
non-residents 


13. 15% withholding tax imposed on 
premiums paid to non-residents on 
redemption of shares 

Two new paragraphs (g) and (h) 
have been added to section 9B(2) in- 
corporating the above amendments. The 
patronage dividends must be received 
from Canadian debtors, and the prem- 
iums must be paid by a corporation resi- 
dent in Canada on the redemption of any 
of its shares. 

These two amendments are applicable 


to amounts received by the non-resident 
on or after May 19, 1948. 


14. Certificates evidencing indebt- 
edness or stock issued in respect of 
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patronage dividends deemed to be 
payment 


A new subsection (14)has been added 
to section 9B to the effect mentioned. 
This amendment is necessarily consequen- 
tial on the addition of paragraph (g) to 
section 9B(2) above-mentioned, whereby 
a 15% withholding tax on patronage 
dividends paid by Canadian debtors to 
non-residents is imposed. 


This amendment is applicable to 
amounts received on or after May 19, 
1948. 


15. Income received by non-resident 
beneficiaries from Canadian trusts is 
exempt from withholding tax if de- 
rived from tax-free dividends or in- 
terest from a non-resident-owned in- 
vestment corporation 


A new subsection (15) has been 
added to section 9B to the effect de- 
scribed. It is only necessary that the 
amount received by the non-resident 
beneficiary “can reasonably be regarded” 
as having been derived from dividends, 
etc. received by the trustee from a non- 
resident owned investment corporation, 
and that if paid by the corporation di- 
rectly to the beneficiary no tax would 
have been payable thereon under section 
9B(2)(d). Section 9B(2)(d) charges 
non-resident beneficiaries to tax on “all 
income accruing to their credit for any 
taxation period from any Canadian estate 
or trust’. Section 9B(12), however, 
exempts from tax dividends and interest 
paid by non-resident-owner investment 
corporations which have elected to pay 
tax on income at the special rate pro- 
vided in Para. E of the 1st Schedule to 
the Act and have complied with the other 
conditions set out in sec. 9B(12). The 
new subsection enacted this year is thus 
designed to place non-resident benefici- 
aries whose income is derived from tax- 


exempt interest and dividends under sec. 
9B(12) in the same position as direct 
recipients of such tax-exempt dividends 
and interest. 

This 


amendment is applicable to 


amounts received on or after May 19th, 
1948. At the same time any existing lia- 
bility to pay tax which would not have 
been payable if the amendment were in 
force is extinguished. 


16. Persons Entitled To File Short 
Form Return Relieved of liability to 
estimate tax or to pay interest until 
one month after notice of assessment 


Persons coming within the class of per- 
sons entitled to file the T4-1947 T1 Em- 
ployees tax return, as prescribed by the 
Minister, and who did file such return, 
are relieved of the liability under section 
48 to estimate the amount of tax pay- 
able and to pay interest on any deficiency 
until one month after notice of assess- 
ment has been sent under section 54. 


17. Interest on tax arrears increased 
from 4% to 6% until one month after 
notice of assessment 


Section 48 is amended to the effect de- 
scribed. It applies to the taxes estimated 
by taxpayers to be payable. 


18. Interest on tax arrears increased 

from 4% to 6% from date fixed for 

filing return until one month after 
notice of assessment 


Subsection (3) and (4) of section 54 
are amended to the effect described. Sec- 
tion 48 which was amended to the like 
effect applies to interest payable on defi- 
ciencies in the taxpayer's estimate of 
taxes. Section 54 applies to arrears of 
the actual amount payable as subsequent- 
ly determined upon assessment. 


This amendment is applicable to the 
1948 taxation year. 
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19. Interest on deficiency in instal- 
ment payments of tax increased 
from 4% to 6% 


Section 48(6) of the Act is repealed 
and a new subsection (6) substituted 
therefor, the effect of which is to sub- 
ject persons and corporations which pay 
tax by instalments to a penalty of 6% 
on any deficiency in the instalment when 
calculated on the lesser of (a) the in- 
come of the preceding year or (b) the 
income of the taxation year. The 
amendment, apart from increasing the 
rate of interest payable on arrears, simp- 
‘ly transfers the provision applicable to 
corporations from section 48(4) to 48 
(6). It is to be wondered why the exist- 
ing provision of subsection (4) covering 
this subject was not at the same time re- 
pealed. 


This amendment is applicable to the 
1948 taxation year. 


20. Interest payable by Crown on 
over-payments of tax 


Interest shall be payable by the Crown 
on overpayments of tax for the 1948 
taxation year at 2% per annum on over- 
payments up to $5,000 and at 0.5% on 
amounts in excess of $5,000 from the 
day of the overpayment, the day on or 
before which the return was required to 
be filed, or the day the return was filed, 
whichever is the later. 


21. Time for Income 


appeal to 

Tax Appeal Board extended to 90 

days after publication of form of 
appeal in the Canada Gazette 


Under section 69B a taxpayer must in- 
stitute his appeal from an assessment 
within three months of the Minister's de- 
cision upon his objection. The Third 
Schedule of the Act declares (section 5) 
that an appeal shall be instituted by serv- 
ing a notice of appeal in triplicate in a 
form to be determined by the rules, 
which are to be made by the Board (sec- 


tion 3, Third Sch.). As the Board has 
not yet been appointed, the amendment 
was necessary to preserve the rights of 
taxpayers. 

22. Income Tax Advisory Board 

Abolished 

Section 69E and the Fifth Schedule to 
the Act, which were enacted in 1946, are 
repealed. In view of the virtual aboli- 
tion of Ministerial discretion under the 
proposed Income Tax Act a tribunal es- 
tablished to review the exercise of such 
discretion is no longer necessary. 


23. Time for prosecution for non- 
maintenance of books, non-disclosure 
of records, falsification of returns, 
destruction of records, etc. extended 
indefinitely if sufficient evidence not 
available for prosecution 

A new clause is added to section 80 

(4) providing that a charge may be laid 
before a Magistrate for any offence de- 
scribed in section 46A or section 80 
within one year from the time sufficient 
evidence to justify a prosecution comes 
to the knowledge of the Minister. The 
offences referred to are: 

1. Falure to keep records and books of 
account (section 46A (5)). 

2. Failure to make books, records, 
vouchers etc. available to Revenue 
officers (section 46A (6)). 

. Preventing Revenue officers from in- 
specting books and records (section 
46A (6)). 

. Making or acquiescing in the mak- 
ing of false or deceptive statements 
in any return or statement made 
pursuant to demand (section 80(1)). 

. Destroying, altering, mutilating, 
secreting or otherwise disposing of 
books and records to evade tax (sec- 
tion 80(2)). 

. Making or omitting or acquiescing in 
the making or omitting to enter 
material particulars in books or 
records or in a return to evade tax 
(section 80(2)). 
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7. Wilfully attempting in any manner 
to avoid compliance with the Act or 
payment of tax (section 80(3)). 


24. Amendments in respect of the 
Income Tax Appeal Board 


The Third Schedule to the Act relating 
to the Income Tax Appeal Board is am- 
ended in the following particulars: 

1. In place of a Chairman, 2 assist- 
ant chairmen and not less than 3 or 
more than 9 other members, the 
Board shall consist of a chairman 
and not less than 2 or more than 4 
other members of whom one may be 
appointed assistant chairman (sec- 
tion 1). 

. Provision is made that if a judge is 
appointed chairman or assistant 
chairman he need not resign from 
his office as a judge within 90 days 
if his appointment to the Board was 
for not more than two years and he 
has been granted leave of absence 
without pay for that period from his 
office as a judge. (section 2(1)). 

. Tenure of office shall be for a period 
to be fixed by the Governor-in-Coun- 
cil not exceeding 10 years from the 
day of his appointment, in place of 
a determinate period of ten years 
(section 2(3)). 

. The Chairman’s salary is increased 
from $12,000 to $13,333, the assistant 
Chairman’s from $10,000 to $12,000, 
other members’ from $9,000 to $10,- 
000 (section 2(6)). 


5. Members of the Board, who were not 
previously members of the civil ser- 
vice, are brought within the appli- 
cation of The Civil Service Superan- 
nuation Act. (section 12(4)). 


25. Deductions allowed corporations, 
associations, syndicates, exploration 
partnerships in oil or mining business 
of certain drilling, exploration pros- 
pecting and development expenses 
extended to year 1949 


The provisions for this purpose en- 
acted in 1947 which allowed the deduc- 
tion of these expenses incurred in 1948 
have been extended one year, and refer- 
ences to the Income War Tax Act and 
Excess Profits Tax Act have been replaced 
by references to the new Income Tax Act, 
which will be in force in 1949. This 
has necessitated some minor changes in 
phraseology. 


26. Declaration that the last-men- 
tioned expenditures not deductible 
under any other authority 


An additional subsection has, however, 
been added, which declares that where 
the last-mentioned expenditures are or 
were deductible under the last-mentioned 
enactments or enactments to the same ef- 
fect which were in force in prior years, 
it is hereby declared that the expenditures 
were and are not deductible under any 
other authority. 


Whatever Do You Mean, Mr. Abbott? 


During the Budget debate an opposition member protested the continuance 
of the retail purchase tax on outboard motors, particularly because of its effect 


upon guides. Then came this exchange: 


MR. ABBOTT. “The guide who takes me out fishing has raised his price in 
the last couple of years. I suppose that is to take care of the added cost of out- 


board motors.” 


MR. FRASER: “He is taking care of his income tax.” 
MR. ABBOTT: “He does not pay a tax; he does a cash business.” 
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Department 


J. E. SMYTH, C.A., EDITOR 


NOTES AND COMMENTS 


There is a rule of income measurement which accounting texts have generally 
been too circumspect (and perhaps too wise) to suggest but not having any 
inhibitions of our own, or any sense, we submit it forthwith: Jet the chips fall 
where they may. 

We have an acquaintance who has been known to keep his books open 
past a month end with the idea of including therein a few sales of the next 
month when he felt the revenue of the current month did not come up to 
expectations; and who, on other occasions, having “had a particularly good 
month” has indulged in the luxury of deferring a few revenue items he had to 
spare just to be sure the following month would be good too. The reason for 
this procedure springs apparently from another schedule which our friend pre- 
pares, one in which he matches his month’s drawings (an irrefutable figure) 
against the figure for his month’s profits. As far as we know he always declares 
his income tax liability accurately and prefers instead the less exciting sport of 
kidding himself. 

One suspects accountants would rush as a man to condemn such a practice. 
But perhaps they ought to look at some of their own statements of profit and 
loss before they rush too far or too fast. If accountants really believed in the 
tule that the chips should come to rest without any interference they would not 
condone in an income statement the inclusion as expenses of items which pur- 
port to anticipate future losses. Instead, they would wait until the losses actually 
occurred and record them then. This, we submit, would at least have the advant- 
age of recording only those losses which ultimately materialize and of recording 
them at their actual and not an estimated amount. We refer specifically to pro- 
visions for contingencies and provisions against future decline in inventory 
values which are deducted in the computation of “profits”. 

All this is not to argue that a business should never protect its working 
capital position against an ominous future if that is the way it feels. We are not 
objecting here to the practice of quarantining a part of surplus under the placard 
of proprietorship reserves. That is quite a different proposition from producing 
an artificially low figure for “‘profits” by calling certain items expenses which in 
our view are not at all a cost of obtaining the revenue of the period under review. 
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Those of us who live close enough to a dictionary are familiar with the 
easy alternative which words may provide for logic. A student writes that bond 
discount is shown as an asset “for reasons of technical expediency’. In this 
case the student is no doubt to be excused in part because there probably is no 
logic available as an alternative to support his position, but we would neverthe- 
less feel badly if we thought his expression had to be invoked very often to 
justify accounting practices. 

Wi st ee ee 


Correspondence 
Brantford, Ontario. 
Dear Sir, 

On looking over an old examination question and solution I notice that 
“Reserve fund investments” are shown as a separate item. Because the reserve 
fund is not earmarked for some special purpose could this amount not be included 
as a current asset, being placed directly beneath cash? 

I also notice that a balance on deposit has not been offset against a larger 
bank overdraft on the balance sheet. If the overdraft had been less than. the 
cash balance would you consider it prudent to show the net amount? 

Yours truly, 
CuRIOUS. 


Editor's reply 

We think we would hesitate to include reserve fund investments among the 
current assets for the reason that the intention of management with respect to a 
particular item must to some extent govern its balance sheet classification. Are 
these assets available for the settlement of current liabilities? It is our impression 
that more and more the criterion for determining whether an item is “current” 
or not lies in its relation to working capital. When management goes to the 
trouble of insisting upon a reserve fund (that is, a proprietorship reserve) plus 
the earmarking of assets, we doubt if those assets are intended to be available 
for the settlement of current liabilities. 

As to the “netting” of bank balances, it seems to us a student is wise to err 
on the side of the greater balance shee detail. Cancelling current assets against 
current liabilities tends to distort the “current ratio” (current assets: current 
liabilities) ; but more than that, it suggests that the liability is settled (or partly 
settled) in advance of the time the creditor is actually satisfied. Professor Paton 
writes at page 15 in his Contemporary Accounting, ‘The established rule in ac- 
counting is that no liability shall be treated as paid until it is definitely dis- 
charged, and that offsetting is accordingly not permissible in financial statements”. 


PROBLEMS AND SOLUTIONS 
Solutions presented in this section are prepared by practising members of the 
several provincial Institutes and represent the personal views and opinions of those 
members. They are designed not as models for submission to the examiner but 
rather as such discussion and explanation of the problem as will make its study 
of benefit to the student. Discussion of solutions presented is cordially invited. 
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Problem | 
INTERMEDIATE EXAMINATION, DECEMBER 1947 


Accounting 1, Question 5 (10 marks) 


X Company Limited has outstanding 20,000 no par value preference shares, 
redeemable at $22 per share, which have a stated value of $400,000 and 30,000 
common shares of $100 par value each. Y Company Limited has outstanding 
10,000 shares of $100 par value each. 

X Company Limited owns 50% of the issued capital stock of Y Company 
Limited. 

After obtaining the necessary approvals, the companies carry out the fol- 
lowing transactions: 

X Company Limited redeems its no par value preference shares and issues 
5,000 new preference shares of a par value of $100, the sale price being $95 
per share. X Company Limited then converts its common shares into 30,000 
Class A and 30,000 Class B no par value shares. 

Y Company Limited increases its authorized capital to 20,000 shares of $100 
par value each and issues rights to its shareholders, one right for each share, 
each right entitling the holder of it to subscribe for and buy from the company 
one new share of stock at a price of $110. 

X Company Limited exercises 50% of the rights it acquired through owner- 
ship of stock in Y Company Limited, disposing of the balance of its rights at $6 
each. All of the rights are finally exercised. 


Required: 
Prepare for each company the journal entries necessary to record the above 
transactions. 


Solution 
X Company Limited 
JOURNAL ENTRIES 
Dr. 
No par value preference shares $ 400,000 
Surplus 
440,000 
To record the redemption at $22 per share of 
20,000 no par value preference shares of a 
stated value of $20 each and charge the 
premium paid on redemption to surplus. 


Discount on issue of new preference shares 
To New preference shares 
To record the issue at $95 per share of 5,000 
new preference shares with a par value 
of $100 each. 
Note: 
No journal entries are required to record the 
conversion of 30,000 common shares of $100 par 
value into 30,000 Class A shares and 30,000 Class 
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B shares but a description in the change of the 
issued shares should be made in the ledger account 
for common shares issued. 


Investment in Y Company Limited 275,000 
275,000 
To record the purchase of 2,500 new shares 
of Y Company Limited at $110 per share 
by exercising 2,500 rights. 


To record the sale of 2,500 rights to purchase 
shares in Y Company Limited at $6 each. 


Y Company Limited 
JOURNAL ENTRIES 
Dr. Cr. 
$1,100,000 
To premium on issue of capital stock 100,000 
To capital stock 1,000,000 
To record the issue of 10,000 shares of new 

capital stock at $110 per share. 


Problem 2 
FINAL EXAMINATION, DECEMBER 1947 


Accounting II, Question 2 (25 marks) 


The Victory Company prepares each year end an operating budget for 
the ensuing year. From the budget prepared as of 31st October 1947 for 
the year 1947-8 the following figures have been abstracted: 


Depreciation of buildings 

Depreciation of machinery and equipment 
Direct labor 

General and administrative expenses 
Insurance expense 

Interest expense 

Material expense 

Provision for bad debts 


Selling expense 


It is expected that accounts receivable on 31st October 1948 will amount 
to 35% of the sales budget. Uncollectible accounts amounting to $7,000 
will be charged to the reserve for bad debts during the budget year and it 
is estimated that $3,000 will be collected from accounts previously written off 
(to be treated as income). 
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The inventories on 31st October 1948 will amount to $172,500. Prepaid 
interest on 31st October 1948 will amount to $1,625 and prepaid insurance 
will be $1,440. 

It is expected that additions to fixed assets will be: 
Buildings 
Machinery and equipment 
Accounts payable on 31st October 1948 are estimated at $77,500 and 
the accrued payroll will be $2,190. A cash dividend of $15,000 will be paid 


during the budget year. 
The following was the trial balance of the Company as at 31st October 


1947: 
Debits Credits 

Accounts receivable $ 145,000 Accounts payable $ 70,000 
Bad debts expense 8,300 Accrued payroll 3,750 
Bank 10,000 Capital stock 250,000 
Buildings 187,500 Notes payable 162,500 
Cost of goods sold 323,330 420,000 
General and administra- 94,125 

tive expense 67,800 Reserve for bad debts .... 22,500 
Inventories of raw ma- Reserve for depreciation: 

terials, work in process buildings 

and finished goods at machinery and equip- 

31st October 1947 195,000 
Interest expense 7,820 

50,000 

Machinery and _  equip- 


Prepaid insurance 
Prepaid interest 


$1,117,875 $1,117,875 


Required: 

a. A statement of estimated cash receipts and disbursements for the year 
ended 31st October 1948. Do not provide for any payments on notes pay- 
able but show the amount available, if any, to reduce notes payable and yet 
maintain the same bank balance as at 31st October 1947. Income tax con- 
siderations are to be ignored. 

b. An estimated balance sheet as at 31st October 1948. 


Solution 
SCHEDULE 1. 
The Victory Company Limited 
BUDGETED OPERATING STATEMENT FOR THE YEAR ENDED 
Sist OCTOBER 1948 


462,500.00 
3,000.00 465,500.00 
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Expenditure—Manufacturing and Trading 
Materials 
Inventory 31st October 1947 195,000.00 
Purchases 101,250.00 


296,250.00 
Inventory 31st October 1948 172,500,00 
——— 123,750.00 
121,875.00 
Overhead 
Depreciation of buildings 
Depreciation of machinery and 
equipment 
Insurance 
Balance 31st October 


Premiums paid 11,565.00 


13,440.00 


Balance 31st October 
1,440.00 12,000.00 41,375.00 287,000.00 


Gross Profit 178,500.00 
Expenditure—Profit and Loss 

Selling expenses 71,500.00 

Provision for bad debts 9,750.00 

General and administrative expenses 36,875.00 


Interest expense 
Balance 31st October 1947 


10,625.00 
Balance 31st October 1948 1,625.00 9,000.00 127,125.00 


Net Profit $ 51,375.00 


SCHEDULE 2. 
CASH PROCEEDS FROM ACCOUNTS RECEIVABLE FOR THE 
YEAR ENDED 3ist OCTOBER 1948 


Balance outstanding 31st October 1947 145,000.00 
Sales per year as budgeted 462,500.00 


607,500.00 


Less: Uncollectible accounts written off 
Balance outstanding 31st October 1948 
35% of $462,500.00 168,875.00 


Cash Collections 438,625.00 
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SCHEDULE 3. 
CASH PAYMENTS FOR ACCOUNTS PAYABLE FOR THE 
YEAR ENDED 3ist OCTOBER 1948 


Balance owing 31st October 1947 70,000.00 
Material purchases per P/L statement 101,250.00 


171,250.00 
Balance owing 31st October 1948 77,500.00 


Cash Payments 93,750.00 


SCHEDULE 4. 
CASH PAYMENTS FOR WAGES FOR THE YEAR ENDED 
3ist OCTOBER 1948 


Balance owing 31st October 1947 
Direct labor 121,875.00 


125,625.00 
Balance owing 31st October 1948 


Cash Payments 123,435.00 


SCHEDULE A 


The Victory Company Limited 
BUDGETED STATEMENT OF CASH RECEIPTS AND DISBURSE- 
MENTS FOR THE YEAR ENDED 31st OCTOBER 1948 
Receipts 
From bad debt recoveries 
Accounts receivable — Schedule 2 438,625.00 
——— 441,625.00 


Bank Balance 31st October 1947 10,000.00 


451,625.00 


Disbursements 

For: Buildings 8,750.00 
Machinery and equipment 10,500.00 
Accounts payable—Schedule 3 83,750.00 
Wages—Schedule 4 123,435.00 
Insurance—Schedule 1 11,565.00 
Selling expenses—Schedule 1 71,500.00 
General and administrative expense 36,875.00 
Interest 9,375.00 
Dividend 15,000.00 380,750.00 


Cash available 70,875.00 
Amount to be retained as Bank Balance 10,000.00 


Amount which could be applied to Notes 
payable 60,875.00 70,875.00 





The Canadian Chartered Accountant, July 1948 


SCHEDULE B 
The Victory Company Limited 
ESTIMATED BALANCE SHEET AS AT OCTOBER 31, 1948 


Current: 
$ 70,875.00 
Accounts receivable $161,875.00 
Less reserve for bad debts .... 25,250.00 
136,625.00 
Inventories of raw materials, 
work in process, and finished 
goods - 172,500.00 
Prepayments 
Insurance 
Interest 
3,065.00 
$383,065.00 
Pixed: 
Machinery and equipment 130,500.00 
Less reserve for depreciation 88,750.00 
——__ 41,750.00 
Buildings 196,250.00 
Less reserve for depreciation 35,625.00 
160,625.00 
50,000.00 
252,375.00 


$635,440.00 


LIABILITIES AND CAPITAL 
Current liabilities: 
Notes payable $162,500.00 
Accounts payable 77,500.00 
Accrued payroll 2,190.00 
$242,190.00 
Capital and surplus: 
Capital stock 250,000.00 
Earned surplus 
Balance before closing Octo- 
ber 31, 1947 $ 94,125.00 
Profit for the year ended 
October 31, 1947 12,750.00 


Balance October 31, 1947 .... 106,875.00 
Deduct Dividends 1947-8......... 15,000.00 


91,875,00 
Add Profit for the year ended 
October 31, 1948 51,375.00 
143,250.00 
393,250.00 


$635,440.00 
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Problem 3 
FINAL EXAMINATION, DECEMBER 1947 


Accounting II, Question 3 (20 marks) 


The holding company of which you are the auditor has recently acquired 
the controlling interest in Suburban Metal Works Limited. The directors 
of the parent company have ascertained that Suburban Metal Works maintains 
only a very meagre set of accounting records, and they are interested in having 
a cost accounting system installed as quickly as possible. You have been re- 
quested to make an investigation and report to the directors in sufficient 
detail that your report can be used as a general guide in installing the new 
system. You have decided that a job cost system will be the most efficient 
and satisfactory to the management, and therefore you will recommend this 
type of system. 

Required: 

Draft the report. 

Solution 

It is suggested that the report might cover: 

(a) The purposes which the new system will accomplish. 

(b) Direct materials — their physical control, use of requisitions on 
stores, material summaries, charges to production orders (also pos- 
sibly a system of stores accounting controlled by a general ledger 
account). 

(c) Direct Labor—either piece work or time cards, payroll summaries, 
charges to production orders. 

(d) Production orders—the accounting control on the work in process, 
some description of the forms, where the data come from, the sys- 
tem of control through the general ledger, the closing of the pro- 
duction orders on completion of the jobs. 

(e) The application of overhead to the production orders, use of a pre- 
determined rate, with a brief description of how the rate was estab- 
lished, check on the adequacy of the rates applied. 


A Bouquet to Accountants and Two Brickbats 
In the debate on the 1948 amendments to the Income War Taz Act in the 
House of Commons on June 7th, J. G. Diefenbaker, M.P., pointed out the difficulties 
experienced by farmers in calculating their income. In the course of his remarks 
he paid the following tribute to accountants: . 
“After all, we cannot expect farmers to be bookkeepers. I do not know 
many lawyers [Mr. Diefenbaker is a very distinguished lawyer himself] who 
can fill out their income tax returns with any degree of certainty. We have 
to go to the accountants to find out how to make out those returns.” 
At this point J. W. Burton, M.P., interjected: — 
“And you have to check their figures.” 
To this Mr. Diefenbaker’s response was:— 


“I never got that far, because I never got my return back in sufficient 
time before I had to file it.” 
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Applications from Chartered Accountants are invited for an 
Assistant or Associate Professorship in Accountancy. Salary 
according to qualifications and experience, within the scale of 
$3,000 to $4,000. Duties to commence September 1, 1948. 
Applications should be addressed to the President, Dalhousie 


University, Halifax, N.S. 


CHARTERED ACCOUNTANT 
REQUIRED 


Recently qualified Chartered 
Accountant for newly organ- 
ized internal audit staff of a 
group of affiliated companies 
with headquarters in Montreal. 
Attractive opportunity for 
young man to become estab- 
lished with a rapidly expanding 
organization. Replies stating 
age, experience and salary re- 
quirements to — 


Box 45, The Canadian 
Chartered Accountant, 
10 Adelaide Street East, 

Toronto, 


will be treated in strict con- 
fidence. 


INTERNAL AUDITOR 
WANTED 


C.A., experienced as a senior or 
group supervisor, plus internal 
auditing with industrial concern. 
Must be qualified to organize and 
Operate internal audit section for 
Ontario manufacturer. Age—36- 
40; starting salary about $6,500. 
Submit résumé and picture, which 
will be held confidential. Box 
52, The Canadian Chartered Ac- 
countant, 10 Adelaide Street East, 
Toronto. 


To hold conveniently and securely the information on Taxation that 
you receive from time to time from The Dominion Association of 
Chartered Accountants, you need our 


LOOSE LEAF BINDERS 


Full flexible cowhide leather with three one-inch rings—$8.00 each 
postpaid. Orders filled promptly. 


Order from and send money order or cheque, including exchange, to 
GOODFELLOW PRINTING CO. LTD. 


119 Adelaide St. West, Toronto 


AD. 0106 





HIGHER ACCOUNTING 


and ALLIED SUBJECTS 
taught 


The SHAW way—the SURE way 


course is “scope of 
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student. 


Write to Dept. CA for Coologue and any spec 
information you 


SHAW SCHOOLS 


Head Office: 1130 Bay Street, Toronto KI. 3165-6-7 a 


PREPARE NOW FOR YOUR EXAM. ... 
Read the books that have helped hundreds of successful candidates. 


CLASSIFIED QUESTIONS & CONCISE ANSWERS 
AUDITING and THEORY 
By L. Marder, LL.B., C.P.A. 


JUST PUBLISHED—Limited Edition 

1800 QUESTIONS and ANSWERS 

cloth boand—492 pages 
1300 Questions with Answers 
cloth bound—438 pages 
500 Questions with Answers 
paper boun 
These books are designed for the final review, that period before the exam- 
ination when voluminous texts contribute little but worry and confusion. 
These are the type of questions that have been asked over and over again, 
and that have appeared on recent examinations. The answers are CLEAR, 


CONCISE, AUTHORITATIVE. 
Free Descriptive Circular 


CONCISE TEXT PRESS 
P.O. Box 824, CHURCH ST. ANNEX, NEW YORK 4, N.Y. 
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It has .. . and Burroughs did it! 

Yowte looking at a lightning fast 
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